“UNIV. OF MICH. 


1 3 1964 


LAW LIBRARY 


ANVAAT MV] 


MARKING AND PRICING OF TIMBER IN 
NATIONAL FORESTS 


HEARINGS 


SUBCOMMITTEE ON PUBLIC LANDS 


OF THE 


COMMITTEE ON 
INTERIOR AND INSULAR AFFAIRS 
HOUSE OF REPRESENTATIVES 
EIGHTY-THIRD CONGRESS 


SECOND SESSION 


IN 


GENERAL DISCUSSION OF FEDERAL TIMBER SALES POLICY 


WITH PARTICULAR REFERENCE TO MARKING 
AND PRICING OF TIMBER IN NATIONAL 
FORESTS 


MARCH 11 AND 12, 1954 
JULY 21, 1954 


Printed for the use of the Committee on Interior and Insular Affairs 
- 


Serial No. 16 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 


WASHINGTON : 1954 








COMMITTEE ON INTERIOR AND 


A. L. MILLER 
WESLEY A. D'EWART, Montana 
JOHN P. SAYLOR, Pennsylvania 
WILLIAM H. HARRISON, Wyoming 
J. ERNEST WHARTON, New York 
E. Y. BERRY, South Dakota 
H. R. GROSS, 
GEORGE H. BENDER, Ohio 
WILLIAM A. DAWSON, Utah 
JACK WESTLAND, Washington 
JOHN R. PILLION, New York 
CLIFTON (CLIFF) YOUNG, Nevada 
CRAIG HOSMER, California 
JOHN J. RHODES, Arizona 
HAMER H. BUDGE, Idaho 


lowa 


JOSEPH R. FARRINGTON, Hawai 


SUBCOM MITTEI 


WESLEY A 
MILLER, Nebraska 
SAYLOR, Pennsylvania 
WILLIAM H. HARRISON, Wyoming 
J. ERNEST WHARTON, New York 
E. Y. BERRY, South Dakota 
H. R. GROSS, Iowa 
GEORGE H. BENDER, Ohio 
JOHN R. PILLION, New York 


A. L 
JOHN P 


CLIFTON (CLIFF) YOUNG, Nevada 
CRAIG HOSMER, California 

JOHN J. RHODES, Arizona 
HAMER H. BUDGE, Idaho 
JOSEPH R. FARRINGTON, Hawaii 


Il 


D'EWART, 





INSULAR AFFAIRS 


Nebraska, Chairman 6 


CLAIR ENGLE, California 

KEN REGAN, Texas 

LLOYD M. BENTSEN, JR., Texas 
WAYNE N. ASPINALL, Colorado 
SAMUEL W. YORTY, California 
JAMES G, DONOVAN, New York 
LEO W. O'BRIEN, New York 
WALTER ROGERS, Texas 

MRS. GRACIE PFOST, Idaho 
JAMES A. HALEY, Florida 
GEORGE A. SHUFORD, North Carolina 


Alaska 


E. L. BARTLETT, 


ANTONIO FERNOS-ISERN, Puerto Rico 


ON PuBLIC LANDS 


Montana, Chairman 

CLAIR ENGLE, California 

LLOYD M. BENTSEN, Jr., Texas 
WAYNE N. ASPINALL, Colorado 
SAMUEL W. YORTY, California 
JAMES G. DONOVAN, New York 

MRS. GRACIE PFOST, Idaho 
GEORGE A. SHUFORD, North Carolina 
WALTER ROGERS, Texas 


E. L. BARTLETT, Alaska 
ANTONIO FERNOS-ISERN, Puerto Rico 


v* 








CONTENTS 


Statement of Page 
Edward P. Cliff, Assistant Chief, United States Forest Service, 
Department of Agriculture 105 
G. N. Dodge, G. N. Dodge Lumber Co., Nevada City, Calif 30 
George P. Duff, vice president and general manager, Cal-Ida Lumber 
Co., Auburn, Calif 73 
Charles T. Gray, executive vice president, American Forest Products 
Corp., San Francisco, Calif 1-15 
Honorable Harlan Hagen, a Representative in Congress from the 
State of California 13 
A I H le r, pre sident of the Polso | umber Co., Polsor . Mo { 50 
James A. Manter, Jr., president and general manager, Wildwood 
Lumber Co., Red Bluff, Calif 67 
Ira J. Mason, Chief, Division of Timber Management, Department of 
Agriculture Sl 
Richard E. McArdle, Chief, Forest Service, Department of Agricul 
ture ian 118, 131, 134, 1438, 146 
Stanton G. Ready, forester and woods superintendent, Hallack & 
Howard Lumber Co., Winchester, Idaho 78 
M. D. Stowell, assistant manager, Meadow Valley Lumber Co., 
Quincy, Plumas County, Calif 60 
Perry A. Thompson, seccretary-manager, Wester Lumber Ma 
facturers, Inc., San Francisco, Calif 39, 128, 132, 134- 
140, 145, 151 
Forest Service Manual, excerpts from relating to appraisal instructions 127 
Letter relating to timber appraisal methods by Bureau of Land Manage 
ment, and reply 147 
Letter requesting attitude of Forest Service on timber-manageemnt ad 
visory boards, and reply 149, 150 
Memorandum: Proposed Federal legislation affecting timber appraisal 
methods of U. 8S. forest agencies 111 











ea 


aon 


MARKING AND PRICING OF TIMBER IN 
NATIONAL FORESTS 


THURSDAY, MARCH 11, 1954 


Howse or REPRESENTATIVES, 
SUBCOMMITTEE ON PusLic LANDs OF 
THE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in the 
committee room, New House Office Building, Hon. Wesley A. D’Ewart 
(chairman) presiding. 

Mr. D’Ewarr. The Subcommittee on Public Lands will please come 
to order for the consideration of certain discussions concerning mark- 
ing and pricing of timber on the national forests. 

I have been handed a list of witnesses, and I will call them in the 
order indicated. 

Mr. Engle, 1 believe you did not care to make an opening state- 
ment ¢ 

Mr. Ener. No. I would prefer, Mr. Chairman, to withhold that 
until a later time in the proceedings and give these witnesses from 
out of town a chance to make their statements. 

Mr. D’Ewarr. The first witness this morning will be Mr. Charles 
Gray of Stockton, Calif. 

Mr. Gray, would you come forward, please? Give your name, 
address, and whom you represent. 


STATEMENT OF CHARLES T. GRAY, EXECUTIVE VICE PRESIDENT, 
AMERICAN FOREST PRODUCTS CORP., SAN FRANCISCO, CALIF. 


Mr. Gray. I regret, Mr. Chairman, I came unprepared to leave 
sufficient copies with members of the committee present here this 
morning, but I will introduce a copy of my prepared statement into 
the record, and I will see that each committee member has a copy 
before I am through. 

Mr. D’Ewarr. You may proceed. 

Mr. Gray. My name is Charles T. Gray. I am executive vice presi- 
dent of the American Forest. Products Corp. with main operating 
office at San Francisco, Calif. 

My company owns or controls several subsidiary companies which 
purchase timber from various Government agencies in several loca- 
tions, including the United States Forest Service, Department of Ag- 
riculture; the Bureau of Land Management, Department of the In- 
terior; and, the Bureau of Indian Affairs, Department of the Interior. 

We presently are buying Government timber under mi Sra Ne 
marking and pricing policies in the Fremont, Shasta, and Sierra Na- 
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tional Forests of Oregon and California, as well as the Tule Indian 
Reservation in California. 

My purpose today is to bring to you industry’s opinion on present 
Government timber pricing and marking policies along with some 
constructive suggestions for improvement. I have spent 17 years 
in managerial and executive capacities with my own company and 
have had frequent contact with Government personnel on these mat- 
ters. I have served our lumber industry as a member of special com- 
mittees estab lis] ed by its trade assoc iations for the purpose of repre- 
senting our industry in common problems existing » ‘tween industry 
and the various Government timber selling agencies, including the 
United States Forest Service, the Bureau of Land Management, and 
the Bureau of Indian Affairs. I have also served as a director of the 
Western Lumber Manufacturers, Inc., which is the only organization 
of its kind representing only members who dea] prince ipally in lumber 

and lumber products cut from timber sold by the various Government 
agencies. 

I am also authorized to represent the natural resources committee 


of the California State Chamber of Commerce which is now in 
the process of ‘completing a research study of the policies of timber 
management pursued by our Federal agencies within that State. 


The matters which I relate herein are not problems which are new 
to our industry or of very recent origin. Rather, they are a summary 
of problems which have been in existence for a number of years, and 
which have been growing in their detriment to our industry at an 
ever increasing rate, particularly since the cessation of hostilities in 
World War IT. 

These matters have repeatedly been presented to the various Gov- 
ernment agencies concerned in an effort to bring about correction of 
such problems. Up until — time, however, we have made only 
slight progress in finding any solution to these conditions which will 

enable our industry to survive with reasonable prosperity and, at the 

same time, establish the proper outlet for the growing volume of 
commercial timber which must be harvested from our federally 
administered timberlands if the proper goal of conservation through 
use is ever to be attained for these forests. Our Government must look 
to the established sawmills of indus try to cut a ind remove the timber 
from these vast forest areas, yet currently persists in the application 
of policy which in time will drive our industry out of existence. 

We have ms iny different problems in our industry which are created 
by the selling policies pursued by the various timber-selling agencies. 
I will dwell principally, however, upon 2 major aspects; 1, the 
policies in effect on the marking of timber to be offered for sale; and, 
2, the policies in effect which are applied to the determination of 
prices at which such timber will be offered for competitive bidding. 
Most of my remarks will refer more particularly to the United States 
Forest Service than to the other agencies involved, because of the 
fact that most of my experiences in dealing with these matters have 
involved that agency. In a more limited way, however, it has been 
my experience that the problems generally are similar in the various 
agencies, 

The marking of timber is not determined in our California region 
from the forestry aspect of achieving the harvest of the maximum 
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allowable cut in the shortest period of time. Rather, it is pointed 
toward the cutting and removal of only the most refective trees in 
the stand of a particular forest sale and, generally, with the lowest 
economic value to the operator. This in itself would not be a serious 
complaint if appraisal of the recovery values for the class of material 
removed was put on a sound and accurate basis. However, such values 
are not determined in the light of accurate values with resulting hard- 
ship on the operator who tries to recover costs from such class of 
material. 

The marking of timber for cutting is generally made by a forest 
officer of the agency involved in the timber sale and, at least in the 
ease of our California region, insufficient timber is marked in advance 
of the sale offering to enable the purchaser to appraise to his own 
satisfaction the quality of the trees to be removed. The general prac- 
tice in our California region is to sample mark a very small portion 
of the entire sale area, which is supposed to indicate to the purchaser 
the type of trees that will be marked as the sale progresses. How 
ever, in many instances the trees marked for cutting in the sale are 
not necessarily marked by the same forest officer who provided the 
sample marking. This results in a difference of personal judgment 
on the quality of the trees to be removed, and provides a constant 
conflict between the purchaser and the agency on the quality of the 
timber which was sold. 

In our California region only approximately one-half of the so- 
‘alled determined allowable cut which the Forest Service itself com- 
putes is being harvested or sold each year. Certainly a large addi- 
tional volume of timber could be offered for sale, and should be offered 
for sale, if these overmature trees now standing and dying in our 
virgin forests are to be removed while there is still time to recover 
an economic value. 

Our industry has been pleading for a program of marking all tim- 
ber to be cut on each offered sale in advance of the sale offering, so 
that the purchaser can become fully informed on the quality of timber 
to be purchased and removed. In the case of sales of longer duration 
than 1 year, marking of a quantity in advance sufficient for a 1 year’s 
cut, I believe, would still be of sufficient benefit to satisfy most of our 
industry members on this point. 

Most of our industry further believes that the restrictive marking 
policy applied to the cutting of only the trees most susceptible to decay 
or destruction from any cause is not providing the maximum con- 
servation through use that our national forests can and should pro- 
vide. It is the growing and recognized experience of operators cut- 
ting privately owned timber that a system of taking out to a greater 
extent the dense stands of our Western forests provides greaer oppor- 
tunity for air, sunlight, and other requirements of growth to reach 
the remaining trees in a beneficial manner, with resulting increase in 
the rate of timber growth per acre accomplished through these more 
realistic cutting procedures. We recognize that there are some cir- 
cumstances under which it may be the better forestry practice to cut 
over a larger stand area with a smaller cut per acre in order to accom- 
plish the removal of the highest risk trees for the stand as a whole 
in the shortest period of time. It is, however, our experience to find 
that the rule adopted as a general policy is specifically applied under 
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nearly all circumstances and without the use of modified judgment 
where conditions would seem to dictate better practice. 

Now, on the subject of pricing policies, which are in effect on the 
determination of minimum values at which timber is to be offered for 
competitive bidding, our industry has its greatest complaint. 

Our national forests account for some 62 percent of the standing 
timber of our Western States. Because of this large position in the 
total reserves of standing timber for future use, the policies of the 
administering agencies have unusual and direct effect upon the prices 
which are finally applied to all products which come from trees. 

We believe it is generally recognized that the administering agen- 
cies should receive a fair market value for timber sold. However, the 

yolicy of holding back the other half of the allowable cut has resulted 
in a false level of high prices for stumpage sold. Certainly a lower and 
a fair market value would result from free competition if all of the 
timber available for cutting under the so-called determination of 
allowable cut were offered for sale. This additional quantity of tim- 
ber if cut, and equal to that now being cut in the California region, 
would not only improve our forest resource for its natural growth 
condition but in bringing about a lower level of stumpage prices 
would result in a lower level of product prices, which, in turn, would 
serve the economic use of every user of wood within our entire Nation. 

Where there are no interested purchasers at a high appraised price 
to cut the dead or dying timber, it is not being offered for sale at a 
lower price regardless of the need. The policy of providing only 
short-term sales and small-volume sales starves the industry into sub- 
mission to a program of high stumpage prices. The sawmills and 
remanufacturing plants which harvest and process our federally 
owned timber, are already in existence and must have timber on which 
to continue operation or else cease operating altogether. In despera- 
tion, and in an effort to continue in business, sawmills will compete 
at price levels which will sacrifice all profit in some cases in order to 
delay the day of reckoning. This is not only harmful to the stability 
of our industry and to the orderly harvesting of our large natural 
resource, but it is also harmful to the interest of lumber users through- 
out our entire Nation. 

In several instances with which I am familiar, additional timber 
offerings could have been made which would have maintained in 
steady operation all of the existing sawmills of a particular location, 
which depends upon this natural resource for existence with the result- 
ing benefits of better community stability. However, the policy was 
pursued to restrict timber offerings where high prices were unobtain- 
able. The policy was not pursued to reduce the price to a level which 
would bring forth a fair determination of market value through 
competitive bidding. 

There are many reasons for industry to believe that the aim of 
offering timber on the part of our Federal agencies is to receive the 
highest possible price for stumpage sold, irrespective of the conse- 
quences which do result to the program of good forestry, to the pro- 
gram of community stabilization, to the program of employment 
stability, and to the program of industry stability, which are all stated 
objectives in the Forest Service manual and also of the so-called sus- 
tained-yield law known as Public Law No. 273, enacted in 1944 by our 
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Federal Congress. The result of effecting policies which secure the 
highest possible price for stumpage sold also secures the lowest pos- 
sible profit margin for those operations which depend upon Federal 
timber holdings ‘for raw material supply. 

The system appraisal as used by the United States Forest Service 
is a technical application of expert judgment and economic facts to the 
measure of selling values realized from the products made and the 
costs of operation required therein. This ilonenan between selling 
return and costs exclusive of stumpage is commonly called the conver- 
sion return. This conversion return is then divided to the amount 
that the Government considers a measure of the fair market value 
for standing timber and the remainder becomes an allowance to the 
operator for his profit and risk involved. Because of the policy of 
securing the highest possible price for stumpage sold, the division the 
Government takes as the so-called fair market value of timber is deter- 
mined in the light of results achieved from competitive bidding on 
other sales wherein the purchaser may be desperately trying to con- 
tinue in the operation of established facilities by bidding away all 
or most of the margin that should be available for profit and risk in 
the venture. Since the timber offeri ings by the Federal agency are the 
minimum prices at which timber can be sold, there is a constant appli- 

cation of ever higher and higher prices, for the simple reason that a 
competitive bid at higher levels in some sales becomes the measure for 
minimum appraised prices in the succeeding offerings. 

It has been only during the recent year of 1953 that we are finding 
slightly, and only very slightly, lower prices for timber sold, resulting 
largely from the application of an escalator cause which in effect 
reduces the price of stumpage proportionately to the further reduction 
in the margin of profit and risk available to the operator as lumber 
prices decline. This kind of adjustment, however, comes too late to 
save our industry from financial loss and hardship and a more realistic 
approach must be found for the determination of a fair margin for 
profit and risk to the operator than now exists, if our industry is to 
be saved from a wave of bankruptcies and failures sure to follow in 
a market of declining selling values. 

In the case of our own operations, I am forced to admit that we 
sustained losses from operations during 1953 at Lakeview, Oreg.; at 
Dorris, Calif. ; at Delleker, Calif.; and with only nominal return of 
profit on our operation at North Fork, Calif. Our operation at 
Springville, Calif., in the year 1953 cut only timber from private 
ownership and this resulted in profit. 

It is our contention—and I am sure sure you gentlemen will agree— 
that it should not be necessary for the Government to cause our indus- 
try to go through bankruptcy and financial failure before receiving 
proper relief in this matter of timber-price offerings. 

The old rule of appraisal applied for so many years within the 
United States Forest Service largely approached the determination 
of fair market value for stumpage in the light of such value being 
the remainder of the conversion return after allowing a fair margin 
for profit and risk to the operator. Today, the stumpage value is 
determined first and the purchaser gets only whatever is left. The 
aim of the present pricing policy seems to be that of profit opportunity 
control and even though T have had prior substantial experience in 
represeriting industry before the Office of Price Administration and 
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before the Office of Price Stabilization, I have yet to find any prior 
Government control of profits as effective as the present policies pur- 
sued in the sale of Government timber to operations wholly dependent 
upon Government sources of timber for cutting. 

On July 6, 1949, the United States Forest Service prepared a mem- 
orandum for Congressmen Engle, Bramblett, Scudder, and Anderson 
relative to this subject which was entitled: “Some Factors Affecting 
Timber Sales and Stumpage Prices on National Forests in California.” 
The opening paragraph of this memorandum reads as follows: 

With the removal of lumber and stumpage price ceilings in November 1946 
lumber prices started climbing rapidly. The year 1947 was a very favorable 
one for the lumber industry from the standpoint of profit. The year 1948 was 
even more favorable and profits in excess of $15 per thousand after provision 
for all income taxes were realized by some operators cutting exclusively national- 
forest timber. 

Gentlemen, that statement could never be supported in fact as a 
fair and representative statement for our California region, with 
which I am most familiar. Fifteen dollars per thousand feet after 
taxes would be a profit admittedly favorable to our industry if it 
could be earned from any class of timber whether removed from Gov- 
ernment ownership or otherwise. Under today’s rate of taxation this 
would mean a profit before taxes of over $31 per thousand feet in 
addition to which a value for stumpage would have to be added to 
arrive at the total of the conversion return that would ever permit of 
such a profit. 

A summary of the sales made in our California region of the United 
States Forest Service for the fourth quarter of 1953 shows that the 
average appraised value for stumpage return was $14.99 per thou- 
sand out of a so-called total conversion return of $22.79 per thousand. 
This then left an indicated profit margin appraised for the operator 
to cover both profit and risk of $7.80 per thousand feet before pro- 
vision for any Federal income taxes. After the application of Federal 
income taxes to such a return, if earned, the actual return to the ven- 
ture on invested capital would probably be less than 2 percent. 

Under present procedures we are finding that appraisals are unreal- 
istic as to selling values obtainable in present markets and, also, as to 
costs of operation incurred in producing lumber or lumber products. 
The result is that the so-called indicated profit margin to the pur- 
chaser becomes illusory and simply is not obtainable on the present 
market for lumber. To this we have the constant reply, and I am sure 
that you will also receive it in time, that surely there can be nothing 
wrong with the appraised values for stumpage when sales offered at 
competitive conditions result in even higher prices than those which 
were appraised. Such argument, of course, leads us back to our basic 
industry contention that the “allowable cut” of timber which should be 
marketed from our national forests is not being offered for sale, and 
this, in turn, coupled with the competitive desire to continue in opera- 
tion to the last dollar of capital resource leads our industry to estab- 
lish higher levels of stumpage prices with wholly inadequate returns 
for profit, risk, or maintenance of the business. 

It is further our contention in industry that high prices on stump- 
age are the principal causes of maintaining a level of high prices on 
lumber and lumber products. Existing profit margins in operations 
dependent upon federally owned timber for timber needs are not ade- 
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quate to support any price reduction in any appreciable amount with- 
out financial disaster. 

It should also be fully recognized that the lumber and lumber prod- 
ucts manufactured from private timber ownership are generally 
valued in terms of “replacement timber values,” and since replacement 
timber values can only come from Federal ownership we find that the 
stumpage prices being realized from the sale of public timber becomes 
the measure of lumber prices required from the harvesting of privately 
owned timber. 

Our industry is in ever-increasing danger of losing most of its mar- 
kets to competitive materials. Already tremendous loss of markets 
has occurred in wood which is evident to each of you as you observe 
the use of steel or aluminum sash, sheet-rock wallboard, brick, cement, 
clay products, composition wallboards of various kinds, sheathing, 
composition roofing, paper boxes for packaging fresh fruits and vege- 
tables, and so forth. The loss of markets is primarily due to the 
difference in price between lumber and these competitive materials. 

It is our contention that the high level of prices today required on 
lumber are due mainly to the high level of timber prices required by 
our Federal agencies. In a market of limited demand during our 
peacetime economy lower prices for lumber and lumber products 
would have to be reflected in lower prices for standing timber. It 
appears to us that the present policies pursued in relation to timber 
prices by Government agencies will, in time, defeat the very stated 
cbjective of conservation of our national forests through use. If our 
markets for end products are lost to competitive materials through 
price, which could be overcome with more realistic appraisal as to 
stumpage value, then, surely we will be unable to harvest our forests 
as a renewable crop and this objective would then be lost to all timber 
owners whether managed by Government agencies or private industry. 

In addition to the foregoing there is the further problem of con- 
tracts. Long and involved contracts are now required between timber- 
selling agencies and purchaser, and disputes commonly arise over the 
interpretation of certain clauses and provisions of these contracts. 
The only recourse now open to the purchaser is to appeal disputes 
of contract interpretation from one administrative level to a higher 
level within the same agency. The Secretary of the Department has 
final determination of any issue and the contracts so provide. 

There is ever-growing need for standard arbitration procedure to 
be provided in these contracts. The agencies involved decline such 
provision. Legislation that would require either standard arbitration 
procedure or the right of judicial review, is badly needed for our 
industry and would do much to correct the present deficiencies of 
the appeal system. 

I fully realize that the above statements are highly critical of the 
policies pursued by our Federal agencies, and I hope that this com- 
mittee will recognize that we are presenting our problems before it 
only because of the fact that we have resorted to all other procedures 
without effecting any appreciable material changes. 

I would remind this committee that 4 years ago this problem became 
so acute within the industry that the Western: Pine Association 
formed a special committee of its membership to study in detail all 
aspects of the problem and to meet with highest officials of our various 
Federal agencies in an effort to bring about a proper solution to the 
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common problems. This committee has met each year with the top 
officials of the United States Forest Service, the Bureau of Land 
Management, and the Bureau of Indian Affairs. We have presented 
our complaints in detail and have requested required changes that 
would prevent undue financial hardship and failures of going concerns 
within our industry. We are not receiving adequate relief or reason- 
ably prompt correction of these problems. It is the fear of some of 
us that any efforts of Government to correct its procedure will come 
too late to save the financial disasters that are sure to follow unless 
such policies are soon corrected. 

As further indication that this problem is not of recent or imme- 
diate origin, we cite the establishment of the Western Lumber Manu- 
facturers, Inc., an association principally comprised of membership 
within the State of California, created in the early part of 1952 to 
study the common problems related herein and to present them on 
behalf of its membership to the Federal agencies selling timber in 
an effort to bring about correction so badly needed. 

I am sure that other witnesses before you will testify to many of 
the complaints that are raised in our industry against the appraisal 
policies pursued by Government timber-selling agencies. A few of 
these typical complaints with which I am familiar are as follows: 

1. Lumber selling prices appraised are excessively high, and fac- 
tually are not supported by industry returns. Part of the difference 
is due to a lack of recognition of the actual costs of selling and cash 
discounts allowed in the industry. 

2. Lumber selling prices are applied to trees in most instances 
not marked for cutting, and in many sales the trees appraised are 
not the trees cut and removed. 

3. Production costs appraised are generally below the actual costs 
incurred by operators cutting Government timber. 

t. The division of appraised conversion return to minimum 
stumpage prices offered does not recognize the effect of Federal and 
State income taxes on the margin allowed for profit and risk to the 
operator. 

5. The division of appraised conversion return to minimum 
stumpage prices offered does not recognize the relative stumpage 
prices obtained in private sales or other Government timber sales, but 
only that of other timber sales concluded by the same agency. 

6. The division of appraised conversion return to minimum 
stumpage prices offered does not recognize a margin of profit and 
risk to the operator equal to an average rate of manufacturing 
industrial return on a venture including high market and physical 
hazard risks. 

While the above outline of typical complaints is rather technical 
in its application to the general problems of timber pricing, never- 
theless, we find in current review of this situation that these are typical 
problems still not receiving any appreciable correction from the 
Federal agencies. 

As a minor illustration of the problem of determining costs of 
operation, we find the United States Forest Service unwilling to 
recognize the California State franchise tax as an allowable cost for 
doing business. Even though this is in effect a license to do business, 
it is measured in amount of the earnings of the corporation. Appar- 
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ently, because of the so-called income-tax nature of the franchise, the 
United States Forest Service is unwilling to admit its inclusion as 
a cost of operation even though it recognizes that a corporation can- 
not do business in California without paying said tax. 

It is our further understanding that the item of interest cost on 
capital borrowed to finance working-capital needs or other needs 
of the business is not admissible as a cost of doing business. We cite 
this as an outstanding example of the socialistic attitude that has 
crept into the appraisal procedure followed by one Government 
agency wherein interest is recognized as a part of profit to someone, 
even though it is a required item of cost to most established industry 
in these United States operating under the profit-enterprise system, 
and even though such interest cost is incurred for only temporary 
periods of the year during which unusual capital requirements are 
incurred. Under a system of appraisal recognized many years ago 
when the margin for profit and risk to the operator was determined 
in the light of a reasonable return on the capital required in the 
venture, including working capital, we would agree that the exclusion 
of interest cost would be logical and proper as long as its equivalent 
was included in the allowance for profit and risk. 

We believe that most of these problems above enumerated can be 
readily overcome if the Forest Service and other Government agencies 
will adopt rapidly a program of offering for sale the full amount of 
its so-called allowable cut of timber each year, and in sales of such 
size and duration that most existing facilities would be kept in 
operation in order to achieve this objective of forest management. 

Secondly, if a more realistic price determination were applied to 
the appraisal of the fair market value of timber, and one which 
would measure such value in the terms of a fair return to invested 
capital for profit and risk on the venture, I am sure that the entire 
Nation would rapidly begin to receive the benefits to be derived from 
such change in policy. Certainly, if the full allowable cut in Cali- 
fornia were processed instead of one-half of the allowable cut, the 
present stumpage prices could be reduced by 50 percent with the 
same total realization to the United States in timber revenues and to 
the various counties dependent upon a share of such revenues for in 
lieu property tax. This added volume of timber harvested would, 
in turn, provide double the amount of employment and basic work 
opportunities for our lumber economy in California. This, coupled 
with lower prices on lumber and lumber products, which would follow 
the establishment of lower stumpage prices on timber, surely would 
be a benefit and blessing to all. 

Gentlemen, on behalf of the State chamber of commerce natural 
resources committee, I would like to introduce here as a part of your 
record, but without taking the time to read it today, two matters: 

1. A statement on Federal timber sales policy as adopted by that 
institution ; 

2. An interim report on the study of management of Government- 
owned timberland as made on December 4, 1953, at its Los Angeles 
meeting. 

I will leave copies of those statements with this committee. 

Mr. D’Ewarr. Without objection, they will be made a part of the 
record at this point. 
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(The documents referred to follow :) 


CALIFORNIA STATE CHAMBER OF COMMERCE INTERIM REPORT ON STUDY OF 
MANAGEMENT OF GOVERNMENT-OWNED TIMBERLANDS DECEMBER 4, 1953 


The study of the management of Government-owned timberlands, on which 
you received a preliminary report last August, is still being continued by your 
staff. At your committee's direction, emphasis is being placed on timber manage- 
ment of Government-owned lands, although the other phases of management will 
later be fitted into their proper place. 

Timber management on Government-owned lands in California refers, of 
course, to management of timberlands as administered by the forestry division of 
the State of California, by the Bureau of Land Management of the Department 
of Interior, by the Forest Service of the Department of Agriculture, and, to a 
minor degree, by the Park Service of the Department of Interior. 

Because industry does not have statistical facilities which are comparable to 
those of the Federal Government, the preliminary report which you have read 
leans very heavily on United States Forest Service data and on its statement 
of administrative policy. Please bear in mind, however, that there can be a vast 
difference between the application of administrative policy in practice and the 
announced statement of administrative policy issued by the governing agency. 
If an administrative policy of Government needs to be changed to fit the economic 
facts of life, it is up to us as practical businessmen, individually and collectively— 
as in this chamber of commerce committee, to point out the realities. Your staff 
is now in the process of helping you gather the other side of this story. 

Trees are a renewable crop, grown on a tree farm—which is another name for a 
managed forest. Upon the unmanaged forest lands trees come into being, re- 
produce their kind, mature, and die. If they are not used when they are mature, 
man has lost forever what Nature has spent many years to provide. In the 
language of timber management, “sustained yield” refers to the same process as a 
widow living on the income of her trust fund. Her capital—the forest—remains 
intact, and the income—«alled the allowable cut—is taken down each year. But 
here the analogy ends. If the allowable cut is not taken, it does not enhance the 
forest capital, rather, it slowly dies, retarding the growth of younger trees, 
acting as a host to insect enemies, and constituting a fire hazard of increasing 
danger. Last year, as the report shows, our Forest Service suceeded in getting to 
market only about half of the allowable cut. The other half—over 600 million 
feet, worth currently about $5 million—is now dying and rotting in the forest, 
and each year that much or more is being lost. 

Even in these days of mountainous agricultural surpluses, the owners of the 
crops on our farmlands do not leave the mature crop in the field to die and rot 
away. The harvest is made and in spite of the economic law of supply and 
demand every effort is made to guarantee to the farmer his parity, which to 
him is an average industrial rate of return. As tree farmers, we who produce 
lumber want none of the price-support mechanism. We are bearing the 
tremendous risks of fire and insect damage in the primitive areas in which we 
operate ; we are willing to take our chances in free, unfettered competition, but 
we are being throttled by two few practicable sales of Government timber and 
by unreasonable high appraised timber prices. 

Now the report you have available lays great stress upon the fact that the 
forests are not being cut to their potential because of lack of access roads. 
While I will not challenge for a moment that roadways and means of trans- 
portation are important, still even where roadways exist there is one small item 
in regional Forest Service policy which effectively bars many timber sales. 
sefore timber can be advertised for sale, at least one prospective purchaser must 
certify in writing that he will bid upon the sale if advertised and at prices not 
less than the minimum appraised prices. The need to remove mature trees from 
the forest, so that younger trees may thrive, is ignored. If, then, no prospective 
purchaser can see a reasonable opportunity to earn a profit at the minimum 
uppraised prices offered, then no sale is advertised and the overmature trees 
remain in the forest. Again, roadways are very important, but more timber sales 
will result from more reasonable appraisals, and this, in turn, will automatically 
result in more roadways being built. 

Out of 14 national forests in this State of California only 1 is reported, in 
the most recent year of 1952, as cutting the so-called sustained yield allowable 
cut. 
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A typical forest is the Tahoe National Forest where so-called access roads 
exist, where two main trans-Sierra highways are located, where State highways 
bisect, where forest development roads have been completed, and all in addition 
to typical low-standard mountain county roads throughout. Yet, this is a 
forest reported as containing 408,000 acres of land, some 6 billion feet of timber, 
having an estimated allowable annual cut of 78 million feet, and which cut 
some 42 million feet in the calendar year 1952. This record exists even in the 
face of adequate mill facilities installed which could fully process the allowable 
cut, and at a time when the demand for lumber for every conceivable purpose by 
the people of this country had reached its all-time high. While access roads 
are important to forest administration, you gentlemen will be presented with 
overwhelming evidence before this study is completed that forest timber man- 
agement policies must materially improve if we are to cut the largest possible 
continuous supply of timber and other forest products. 

This report in its present compilation barely touches upon the complex problem 
of the timber pricing policy of the agency under review. However, it is signifi- 
cant to note some important results of that policy. For example, it states on 
page 19 that “appraised prices of Government stumpage reached postwar peaks 
& to 10 times as high as in the prewar years.” Just think of that in relation to 
all other classes of raw material prices which compete with lumber in the mar- 
kets of our nation. There has been no such inflation in the price of any other 
principal commodity that is competitive, whether it be brick or steel, or alumi- 
num or glass, or cement or masonry. Now if this tenfold inflation were the 
result of a free and competitive market, without the influence of a monopolistic 
position in the source of standing timber supply, then you and I would reach 
the conclusion that the wood industry simply wanted to price itself out of 
markets. 

Such is not the case. This report clearly shows that Forest Service adminis- 
trative policy provides that appraised values must be minimum selling prices 
znd that competition must be maintained. Competitive bidding, often under 
desperation circumstances because no other source of timber can be purchased, 
usually results in sales well over the appraised value. This sale value then 
becomes the measure by which the next offering is appraised as to selling price. 
This pyramiding process tends to establish ever higher and higher levels of 
stumpage values. Since the Government owns more than half of all the volume 
of commercial timber in California, all other private timber owners out of 
economic necessity or sound business principles apply the replacement cost of 
timber as appraised by these Government agencies to their own timber when 
cut in establishing the selling values of their product Is it any wonder then 
that wood products have reached such fantastic heights in selling values? 

Obviously, this condition prices wood out of its traditional markets and vives 
impetus to the substitution of other products, many of which are imported into 
California from other States. It further denies wood products to our citizens 
who otherwise would have them. But, most important, such loss of markets 
will in time defeat the stated objective of forest management: namely, to fur- 
nish to the public the largest possible continuous supply of timber and other 
forest products. Remember, allowable cut not processed is lost forever. And 
the $750 million annual increment to this State’s economy must, also, surely 
shrink. And to the extent that wood is replaced by other imported products, 
our people in California have lost a right to work. 

One way to insure a complete harvest of those trees which are owned by all 
of us is to point out the distorted economic approach to that harvest now being 
applied by those who administer our national forests. With our industry’s 
high operating risks and our participation in a widely fluctuating market, aren't 
we entitled at least to an average rate of industrial return on our investment? 
If an unsound pricing policy which denies this return has grown up over the 
years as an administrative habit of thinking, businessmen and business organi- 
zations should point out to our friends in Government the realities of the market 
place. If an administrative habit of needlessly and wastefully holding on to 
mature and dying timber in order to secure a higher price instead of opening 
it to harvest is evident, then the proper officials should be strongly encouraged 
to sell those trees before they crash to the ground and decay. All that is needed 
te bring about such a correction is a simple change in administrative policy. 

As one approach to the problem, I recommend a program of action to the 
committee, which could be stated in resolution as follows: 
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“RESOLUTION 


“Whereas it is determined that under present governmental administrative 
policy, we are cutting only about one-half of the annual sustained yield allowable 
timber cut on Government-owned lands, and 

“Whereas this failure to sell timber to the full extent of the allowable cut 
creates an artificial inflationary scarcity of timber and results in irreparable 
loss to our National and State economy, and 

“Whereas a tenfold inflation in the appraisal price of Government timber has 
resulted from the unsound appraisal policies applied by Government timber selling 
agencies. Now therefore be it 

“Resolved by the Chamber of Commerce of the State of California, That its 
influence be brought to bear on Government agencies administering our national 
forests and other government timberlands to increase the volume of timber sales 
to the full sustained yield allowable cut; and be it further 

Resolved, That governmental timber appraisal policies be revised to include 
fully the elements of risk to the purchaser and the further allowance of not 
less than an average industrial rate of return on required invested capital when 
determining appraised value of Government timber to be offered for sale.” 

In addition to the foregoing matters, the current study is developing further 
evidence each day that there is growing need for improved procedure available 
to contracting parties purchasing timber from these Government agencies for 
the settlement of disputes arising out of the interpretation of contract 
requirements. 

Purchase and sale contracts covering Government timber are long, detailed 
as to performance conditions and requirements, and excessively restrictive on the 
purchaser. No relief from arbitrary or even capricious interpretations of the 
language of such contracts is available to the purchaser except that which may 
be obtained through appeal procedure to successively higher levels of admiv- 
istrative authority of the same agency. In case histories available to this study, 
snch procedure has not resulted in reasonably adequate relief to the purchaser. 

I believe that this important problem needs the help and support of this 
committee and chamber to accomplish the desired change. I, therefore, recom- 
mend a program of action, which could be stated as follows: 


“RESOLUTION 


“Whereas the importance of timber cut and removed from Government lands 
each year is of growing importance to this State of California and the Nation, 
and 

“Whereas the conditions and requirements of cutting said timber are covered 
by long and involved contracts between the purchaser and the Government, and 

“Whereas existing governmental policy does not provide for arbitration pro- 
cedure or other recourse at law on matters which arise in dispute of contract 
interpretations: Now, therefore, be it 

“Resolved by the Chamber of Commerce of the State of California, That every 
influence be brought to bear on Government agencies administering our national 
forests to provide a standard arbitration clause in agreements effected between 
the Government and purchaser of national timber, or to promote and support na- 
tional legislation establishing arbitration procedure on all Government contracts 
for sale of Government timber.” 


FEDERAL TIMBER SALES PoLicy 


1. That the State chamber reaffirms its accord with the program of orderly 
marketing of mature timber, not only to meet any demands of a defense pro- 
gram, but primarily to prevent waste of this valuable natural resource through 
loss by fire, insects, disease, and overmaturity. 

2. It is the position of the State chamber of commerce that the Federal Gov- 
ernment should provide access roads to inaccessible forest areas through reason- 
able allowances in its timber-sales contracts. It follows that sufficient volumes 
of timber should be allocated to such sales to retire any capital investment 
in such access roads as are constructed by private capital. In the event that 
no bids are received which provide for access roads on an economically sound 
basis, then the Federal Government should provide such roads through ‘Federal 
appropriations, 
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3. The State chamber believes that as a statewide organization representing 
all industry, it should be asked to review, through a competent committee, all 
plans and regulations for such timber-access roads built with Federal appropria- 
tions, and that full public hearings should be had where a request for such is 
made by any responsible individual or organization. 

4. The State chamber approves the correlated use of all timber-access roads 
for other resources, such as power development, recreation, water development, 
mining, or any other use that may contribute to the public welfare, provided 
the original use is not impaired. 

Approved, board of directors, California State Chamber of Commerce, October 
24, 1952. 

Mr. Gray. Further, I would like to invite this committee to con- 
tinue its investigation of these matters beyond the 2 days of hearings 
that are now scheduled. I have personally found the time available for 
making known to members within the industry that such a hearing 
was being held, but we simply did not have time to bring a more 
representative congregation of our western lumbermen before you. 
I hope that it will be possible, if you do continue any investigation, 
that you will be able to meet in the West where you can have 
greater opportunity to meet the lumbermen that have these common 
problems. 

I would also like to comment at this time that many lumbermen 
who are wholly dependent upon timber entirely from Federal agency 
of any sort are reluctant, if you please, to present testimony before 
this committee for fear that there may be reprisals taken by the 
administering agencies which control the very economic life of their 
operation. For that reason, if the committee could conduct further 
investigation on a confidential basis, I am certain that you would 
receive much information from lumbermen which otherwise would 
never be stated openly and publicly. 

I would also like to add the comment that in my opinion our 
troubles in the California region do not stem from California region 
administrative policy determinations. Rather, I am convince ed, after 
my years of experience dealing on these problems that it emanates 
from the policy determinations which are made right here in the 
Washington office, and I urge you to consider that when considering 
these various matters. 

May I thank you for the opportunity of presenting these comments 
to your serious consideration ¢ 

Mr. D’Ewarr. Mr. Gray, I am sure the committee members will 
have several questions. However, we have Congressman Hagen with 
us. Would you mind stepping aside for a few minutes while he 
makes his presentation, and we will have you back later? 

Mr. Gray. Not at all. 
Mr. D’Ewart. Mr. Hagen. 


STATEMENT OF HON. HARLAN HAGEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Hagen. Thank you Mr. Chairman and gentlemen of the com 
mittee, my name is Harlan Hagen, Representative from the 14th 
California District. 

I have considerable national forests in my district. My purpose in 
coming here today is to ask principally that I be permitted to intro- 

47830—54——2 








MARKING AND PRICING OF TIMBER IN NATIONAL FORESTS 


14 


duce a statement at a later date from Mr. E. P. Ivory, who is the 
coowner of of the Ivory Pine Box Co, at Dinuba, Calif. 

Mr. D’Ewarr. You would like to make that a part of the record? 

Mr. Hagen. Yes. 

Mr. D’Ewarr. Can you get it? 

Mr. Hagen. I will get it by Friday. 

Mr. D’Ewarr. Without objection that statement will be made a 
part of the record. 

Mr. Hagen. Mr. Ivory called me. He is a member of the Western 
Lumber Manufacturers, Inc. He has had experience in the timber 
business in Oregon. He has a sizable operation in Dinuba. He makes 
considerable use of the Forest Service timber. He wanted me to 
come here today. I have nothing to contribute at this time other than 
what Mr. Ivory will say. 

Mr. D’Ewarr. We are glad to have you here. 

Mr. Hagen. Thank you. 

(The statement of Mr. Ivory is as follows:) 


STATEMENT BY E. P. Ivory, PRESIDENT, Ivory PINE Co. OF CALIFORNIA, 
DINUBA, CALIF. 

Chis company operates a logging operation and sawmill, producing approxi- 
mately 18 million feet per year and employing 150 people. Annual payroll is 
$535,000 Investment in land, equipment, and plant facilities approximate 
$1,100,000. The company purchases ajyproximately 95 percent of its timber re 
quirements from the Federal Government, and 5 percent from private sources and 
company-owned land. Available timberlands in the operating area in private 
ownership are very slight and the company will always be dependent to at least 
95 percent on Government forest lands for its timber supply. 

This is the only year-around manufacturing industry in Dinuba, Calif., and 
the economic life of the community depends to a large degree upon the operation. 

Our contracts cover purchases of timber in the Hume Lake Ranger District of 
the Sequoia National Forest. The current management plan calls for high-risk 
marking, that is, only the overmature and defective young trees are to be re- 


moved in this cutting cycle. The management plan and type of marking was set 
forth in the proposal for timber sale on which we originally bid and the nature 
of the marking was known to us at that time. We find our opinions of the mark- 


ing program at variance with those doing the marking from time to time, but 
recognize our responsibility to take those trees that will effectuate the manage- 
ment plan. We believe that marking is far from an exact science but consider 
that the job being done is all that we contracted for. 

With respect to buying, we find that many factors motivate purchasers of 
Government timber: 

1. Some firms purchase at a high price to establish a tax basis. 

2. Others pay a price to protect an operating area in which they feel they 
have a vested interest. 

3. Some purchase Government timber to carry cheap private timber through a 
competitive market 

4. Still others purchase a part of their requirements to price out competitors. 

5. The majority of purchasers, in which category we fit, must buy the bulk of 
their timber needs from the Government to maintain a sawmilling operation and 
sustain the economy of their commuhity. 

Prices paid under competitive bidding reflect one or more of the above condi- 
tions and accounts for erratic stumpage prices and extreme variations between 
bid and appraised prices 

There are certain disadvantages inherent to many Government sales: 

1. Too short a period or too small a volume is covered. 

2. Stumpage prices are frequently higher than private timber in the same area. 

8. Road requirements often reflect public needs other than timber removal. 

4. Requirements such as brush piling, snag disposal, or erosion control often 
take an undue amount of the operator’s time and attention. 

5. Sealing is sometimes erratic, particularly when new men are on the job. 

6. Contracts are often rigid with undue advantage on Government side. 

7. There is no machinery for settling disputes. 
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We believe that the large Government agencies handling timber are cognizant 
of these disadvantages and endeavor to correct them but find themselves con- 
strained by laws and regulations imposed by Congress or administrative agencies, 

However, there are some advantages to buying Government timber such as: 

1. Smaller investment. 

2. Very little interest burden. 


> 


3. Freedom from State and county taxes, though the local area benefits from 
the proceeds of the sale. 

4. Rights-of-way, campsites, etc., are provided. 

5. Dealings are conducted with a high type of informed individuals. 

It is our opinion that the Government offerings of timber should continue to be 
made on a realistic appraisal which discounts sales made above market to fix 
a tax base or for other reasons listed. We believe that the appraisal should give 
consideration to an adequate margin of profit or risk and should protect the inter- 
ests of the community in which the particular lumbering enterprise is situated. 


Mr. D’Ewarr. Mr. Gray, will you resume ? 


STATEMENT OF CHARLES T. GRAY, EXECUTIVE VICE PRESIDENT, 
AMERICAN FOREST PRODUCTS, CORP., SAN FRANCISCO, CALIF.— 
Resumed 


Mr. Gray. Yes, sir. 

Mr. D’Ewarrt. Mr. Gray, in your statement your remarks were gen- 
erally pointed at the Forest Service. Do you argue that the same 
situation is true with regard to the Bureau of Land Management and 
the Indian Bureau as to management of timberlands/ 

Mr. Gray. I do, sir. I have had more limited experience in deal- 
ing with the other two agencies you have named, but I have had actual 
experience. 

I can cite as an example the appraisal of some Douglas fir on a sale 
made by the Bureau of Land Management in the county of Calaveras, 

Calif., in the year 1952 offering, wherein the stumpage value was 
appre aised at $10 and on the particular tract the actual quality of the 
timber could never have returned to the operator more than $2 at the 
very most. 

Mr. D’Ewarr. How many bid on that sale? 

Mr. Gray. One firm. 

Mr. D’Ewart. One firm ? 

Mr. Gray. Yes. And it was an area where several firms could have 
bid on the particular sale. 

Now Douglas fir as a specie of timber was only a minor quantity of 
the total. However, it was typical of the appraisal. The appraisal 
price on the pine, as [ remember that instance—and I will get the exact 
information for your committee if you need it—-was approximately 
$29 per thousand feet for Ponderosa pine. I believe that the bid was 
slightly above the $29 figure. The bid was not about the $10 figure on 
the Douglas fir a 

Mr. D’Ewarr. When this timber was offered was it with a minimum 
rice ? 

Mr. Gray. Those were the minimum prices. 

Mr. D’Ewart. I mean, did the notice of auction of the timber con- 
tain a minimum that could be bid for the timber. 

Mr. Gray. Not below the prices whic h were stated in the offering, 
which was $10 on Douglas fir and about $29 on the Ponderosa pine. 

Mr. 1" Ewart. Do these contracts have shding sc ‘ales ? ¢ 
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Mr. Gray. At that time the Bureau of Land Management contract 
did not so provide. It was a fixed-price basis upon the volume esti- 
mated in the stand offering. Generally speaking now, most of our 
contracts with the United States Forest Service in the California 
region do provide the so-called escalator-clause arrangement wherein 
any reduction in the selling price of timber is reflected in two items, 
the stumpage return to the Government, and equal reduction in the 
profit and risk allowance to the operator. 

Mr. D’Ewarr. As I remember, this committee examined a timber 
sale contract in the State of Washington between the Indian Bureau 
and certain timber operators, and therein was a sliding scale tied to a 
lumber index. Is that used at all in California? 

Mr. Gray. That is the basis of use in California. It is tied to an 
index which reflects the trend of lumber prices as published by the 
Western Pine Association. The Western Pine Association represents 
our lumber industry in some 12 Western States. It is a large repre- 
sentative organization. 

Mr. D’Ewarr. Mr. Engle. 

Mr. Enetx. To begin with, Mr. Gray, I want to compliment you 
on the statement you have made to this committee. It is one of the 
clearest and most comprehensive statements of the difficulties of the 
lumber industry that I have seen, and I hope that you will duplicate 
it and make it available to members of this subcommittee. 

Mr. Gray. Thank you. I will so do. 

Mr. Enate. So it can be put in the Congressional Record. 

It is an excellent summary of the problem clear across the board. 

Because some of the members came in a little late, would you re- 
state the nature of the operation in which your firm is involved in 
California in order to indicate the magnitude of those pore, 
and your own background and experience in the lumber industry ? 

Mr. Gray. I represent the American Forest Products Corp. as 
executive vice president. Our main operating office is in San Fran- 
cisco, Calif. We own several subsidiary companies, and I have re- 
ferred only to the operations which we have which are involved in 
the purchase of Government timber. We have sawmills, planing-mil] 
facilities, remanufacturing facilities, logging equipment, and so forth, 
at Dorris in northern California, which purchases timber from the 
Shasta National Forest. 

We also have logging equipment and sawmill and remanufacturing 
equipment complete in the town of Lakeview in southeastern Oregon, 
which purchases timber from the Fremont National Forest. 

We also have an operation in Delleker in Plumas County, which in 
the past has been purchasing timber from the United States Forest 
Service in the Plumas National Forest, but which we are now dis- 
continuing and propose to liquidate. Our loss experience up there 
in 1953 is so substantial, the availability of timber to the operation 
is principally fir, and the quality of the fir that is marked from timber- 
sale offerings that are made in the immediate area are so inferior 
in quality that we simply cannot recover costs, and our decision is to 
liquidate. 

We also have an operation in the Sierra National Forest at North 
Fork, Calif., which purchases timber from the United States Forest 
Service. 
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We also have a small operation at Springville that purchases timber 
from the Tule Indian Reservation. 

Now, gentlemen, all of that may seera to be of octopus size, but 
in reality each of these operations cut from 10 to 15 million feet 
per year, exc cept for Lakeview, which in the past has been cuttting 
from 15 to 25 million feet per year. It is anticipated, however, that 
the latest adjustment on the so-called allowable cut in the Fremont 
National Forest will permit us to cut, if we are the successful pur- 
chaser, approximately only 15 million feet per year. So while we 
have several locations and several different companies, in the aggre- 
gate our timber cut is not real large. 

Does that explain it? 

Mr. ENncte. Yee. And your personal background in the lumber 
industry extends over how many years? 

Mr. Gray. I have been in the lumber industry for 25 years, since 
1929, and I have been representing this particular company for some 
17 years. 

Mr. Enore. Mr. Gray, my attention was called to the situation in 
the lumber industry this fall when I was traveling throughout my dis- 
trict, which contains the largest stand, with one possible exception | 
think, Mr. Ellsworth’s district in Oregon, of commercial timber in the 
United States. From my conversation with the lumber operators I 
got the impression that the industry was facing serious financial 
straits. 

I notice that your statement referred to the loss position of your 
operation in several particulars. Would you say that the experience 
of your company which is one of the best managed companies in Cali- 
fornia or in the lumber industry, is typical of the financial difficulties 
being had by operators generally ? 

Mr. Gray. I believe, C ongressman, that it is. But of course I do 
not have access to the financial reports of our competitors. I cannot 
state as a matter of fact that is true. I know from my knowledge of 
our industry and from the trends of selling prices, which are now de- 
clining, from the trends of costs which continue to remain at a high 
level, that there is not opportunity to make profit under these condi 
tions without a change in the policies which I have set forth herein. 

As an example of that, I would like to cite this particular case: We 
at the present time are requesting the United States Forest Service 
to make a sale of timber available to our established facilities in the 
county of Madera, Calif., that will be sufficient to take care of our tim- 
ber needs for this current year. Asa result of our request for the tim- 
ber sale to be made, we became involved in discussions of price offering 
and quantities, timber marking, and other details of the offered con- 
tracts. 

Our latest advice indicates that for a sale including some 11 million 
feet in total that there would be marked or offered for sale some million 
feet of incense cedar, which is now in loss position in our industry, 
and 4,439,000 feet of white fir, which it is my contention is also in loss 
position at this time on our current market. 

Now the appraised selling price of that white fir timber, presently 
under discussion and not yet t advertised for sale, is $67.08 per thousand 
feet. It has been our experience in the past that we were not able to 
realize the index price that is published by the Western Pine Associa- 
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tion for this particular species of white fir. The Western Pine Asso- 
ciation index for the month of February on white fir is $60.94 per 
thousand. You see that is over $6 below the appraised selling price 
of the current timber offering. 

Now even though there is an escalator clause provided in any con- 
tract that might ‘result from this timber offering, the net effect of 
starting out today on that specie, as I compute it, and taking their 
own figures for cost of production, which I know to be low, would 
leave the operator in a loss position of $1.38 per thousand feet on the 
white fir species. 

I say, therefore, in the light of that kind of information that it is 
my opinion that other operators who are similarly appraised must be 
having the same type of opportunity thrown at them, and to us it is 
critical. 

Mr. Eneir. Now you have mentioned several matters in your state- 
ment, which is a comprehensive review of Forest Service policies 
affecting the operations in the national forests. If you had to put 
your finger on the main source of grief so far as the industry is con- 
cerned, is it pricing of timber? Is it the marking of timber’ Is it 
the profit-fixing procedures set up in the Forest Service? Is it the 
né es and type of contract? Or what is it? What is the major item 
in your opinion now adversely affecting the lumber industry in the 
procedures of the Forest Service / 

Mr. Gray. I would answer, in the order of importance, that the 
most important matter is pricing. That, of course, involves the so- 
called allowance to the operator for profit and risk. 

I would place second the marking of timber for the reasons which 
I have covered in detail in my report. 

Mr. Ener. The business of marking bug-eaten trees and really 
making a salvage operation instead of a real lumbering operation out 
of it? 

Mr. Gray. That is true. 

Mr. Eneiz. And which would you put third on the order or pri- 
ority? You mentioned pricing and marking as No. 1 and No. 2 of the 
items which are causing the cost grief to the lumber industry. 

Mr. Gray. The offering of sales of the full allowable cut. 

Mr. Enate. In other words, this starvation diet the lumber indus- 
try has been on? 

Mr. Gray. That is right. 

Mr. Ener. That brings me to a question I want to ask you be- 
cause I think it will clarify a point that may come up later. Every 
time I have taken up with the Forest Service this matter of their 
minimum pricing, which in some instances seems to me to be ridic- 
ulous, they say that whenever they offer a sale the lumber operators 
have on most occasions overbid the minimum which they established. 
Now why is that? 

Mr. Gray. I think it occurs because the full allowable cut is not 
being offered. They are in a monopolistic position, in one sense of the 
word. They have 62 percent or thereabouts of the standing forest 
reserve of timber in our Western States. They are the only large 
selling agency of timber. Now if they do not offer the timber that is 
available in the standing forests for cutting by the already established 
sawmills but rather through a policy of controlled offerings limit the 
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quantity that is available to our industry, it follows as a natural 
result that one operator with established facilities will be competing 
and bidding against another operator with established facilities. The 
result is this overbidding that is your constant reply to the problem 
In question. 

Mr. Enauz. In other words, it boils down to desperetion bidding. 
If you have a plant in which you have several hundred thousand or 
maybe two or three million dollars invested, you have to keep it 
going. If they put up a sale and it is the only timber you can get, 
you are going to have to bid for it and maybe take a chance on going 
broke. Is that not what it amounts to? 

Mr. Gray. That is just exactly what it amounts to. 

Mr. Enerr. And that has happened very frequently in the industry, 
has it not? 

Mr. Gray. That has happened and still happens within our industry. 

Mr. Enatz. I think that some members of this subcommittee will 
be surprised to learn that the Forest Service in handling its timber 
sales sets a margin of profit and actually examines the books of these 
lumber operators to see whether or not they are making what the 
Forest Service regards as an excessive profit. Would you explain that 
just a little more in detail as to how that works? 

Mr. Gray. The contracts between the selling agency and the pur- 
chaser provide for an examination of the records of the purchaser, 
and the record examination, if you please, is not limited to those 
operations which are involved in the cutting of the Government timber 
sales, but they have access to all the records of the purchaser, and 
they so provide. 

I have heard the Forest Service say—and I think it is a fair position 
on their part, for that matter—that in order to appraise costs and 
selling returns of the products they must have access to the records; 
that is the purpose of the examination of the records. However, it is 
my experience that they examine not only the records of purchasers 
of national forest timber, but they also examine records of other 
operators within the industry. Some of the resulting figures which 
they use to measure selling returns and costs to our industry come 
from the operations of companies who are wholly processing, if you 
please, privately owned timber and no Government timber at all in 
some instances. They also come from the type of company that may 
be harvesting timber from the Federal ownership or private ownet 
ship, or a combination of both. 

The result of it is—and it is one of our contentions in industry— 
that they apply averages that result from their compilations which 
do not properly reflect the conditions which their contract imposes 
upon the purchaser of the Federal timber. 

I cite as an example of that that the requirements for forest protec- 
tion under Government timber sales are, generally speaking, more 
severe, more costly to the operators in cutting and removing Federal 
timber than they are in cutting and removing privately owned timber 
under the requirements of State law. This higher cost of logging 
operations in particular is not reflected in the specific appraisal to the 
sale of the Government timber, but rather they are using averages 
which include other lower cost operations, with a resulting lower aver- 
age. And that is one of the reasons why their average of costs is 
below those which we know to be our experience with the industry. 
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Do I make that clear? 

Mr. Ener. Yes. If you go out and bid for some timber and get it 
and pay a fair price for it, is it any of the Government’s business 
whether you make 10 or 20 percent # 

Mr. Gray. It should not be, but it is, because they have access to the 
records. They will review it at the end of that current year. It then 
becomes a measure for their determination of the suc coined year. 

Mr. Enete. As a matter of fact, how have the prices ‘the Forest 
Service gets for its stumpage compared with sales, say, of private 
stumpage ¢ 

Mr. Gray. I would say, in general answer to that question, that in 
my opinion they reflect 2 to3 times the value of the sale of the 
private timber. 

Mr. Enate. In other words, it is correct to say that the Forest Serv- 
ice sales of stumpage in the national forests will run as much as 2 
and 3 times what private stumpage of the same type would bring in 
the open market? 

Mr. Gray. That is right. I would like to cite a specific example, 
if I may, in support of my general statement. 

Some years ago our company, dealing at arms’ length across the 
table with hard-headed businessmen, reached an agreement in contract 
form for the cutting of an entire stand of privately owned timber in 
Calaveras County, Calif. That contract anticipated the movements 
of the lumber market up and down, just, if you please, as the present 
contracts of the United States Forest Service anticipate that move- 
ment of price in providing an escalator clause in current contracts. 

These figures are approximate. I will get them exact for you if you 
wish them. But as I recall the price which we paid under those con- 
tracts for the specie of sugar pine amounted to approximately $17 
per thousand feet during the calendar year of 1953. The proposea 

sale offering in Madera County, to which I referred a moment ago, dis- 
cussed a proposed stumpage price on this timber sale offering on the 
specie of sugar pine of $36.15 per thousand feet. Now, gentlemen, 
that is over 2 times; it is not 3 times. 

Mr. Enete. I think I will defer to other members who may want 
to ask some questions. 

Mr. D’Ewarr. Mr. Westland ? 

Mr. Westianp. I would rather defer at the moment also. 

Mr. D’Ewarr. Mr. Hunter, would you care to ask any questions? 

Mr. Hunrer. I have no questions, thank you. 

Mr. D’Ewarrt. Mr. Pillion? 

Mr. Pituion. Mr. Gray, the appraisal price, how does that relate 
to minimum bid price ? Will you explain that ? 

Mr. Gray. It relates this way, Mr. Pillion: The appraised prices 
are the minimum prices at whic ‘h the offering can be made. The bid 
prices are the prices which result from a transaction of sale, and the 
bid prices reflected in the Forest Service summary of sales, as an 
example, reflect only the highest bid, they do not reflect the level of 
all bids, presumably below the highest. 

Mr. Piutzzon. Mr. Gray, you mentioned the offering of sale of the 
full allowable cut as the third in priority as far as your complaint is 
concerned. I was surprised that you did not mention that as No. 1 
for this reason: that with the sale of the full allowable cut, would 
not the other complaints cure themselves, you might say ? 
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Mr. Gray. They would dissolve into thin air. You are correct, sit 

Mr. Pruuion. That is right, in this way—that by offering more 
timber you would lower the price, the competition would not be so 
great, vou would cut off the competition of competing products along 
with it. And I am just wondering if your principal complaint may 
not. be that of getting more timber to you gentlemen and cutting the 
price that way, and ‘the other technical details of pricing and com- 
petitive bidding, as you say, might vanish into thin air. 

Mr. Gray. That may be the far better way to put it. I would, 
however, like to amplify my reason for putting price in the No. 1 
position. 

Mr. Putuio0on. Yes. 

Mr. Gray. It is primarily on this: We in the industry with ow 
established facilities, are prepared to cooperate in every way with 
these Federal agencies in harvesting whatever class of timber they 
decide should come from those forests, even though it may be the 
highly defective type of tree. We are insisting, however, that these 
trees which are to be harvested be appraised on a sound economic basis 
that will permit the survival of our industry. We are not going to 
survive if we do not have a profit margin that will permit us. 

Mr. Priion. By offering more timber perhaps the Departments 
would have to relax some of those technical matters that you talk 
about. 

Mr. Gray. I think that is true. 

Mr. Pittion. What is the principal block, do you think, Mr. Gray, 
in these departments not offering the full allowable cut ? 

Mr. Gray. My opinion is that the principal block is that the policy 
has been established at this Washington level to only sell timber at 
its higher level, to make the highest price return possible for what 
is sold to the Federal Government, possibly in justification of what 
may be considered to be the best showing, namely, price. 

Mr. Pitti0n. In other words, you believe that the ‘vy are using their 
monopolistic holdings for the purpose of artificially boosting the price 
above what would be a lower competitive price if there were more 
lumber offered ? 

Mr. Gray. That is exactly right, sir. 

Mr. Pitiion. And would you say that applies to the Forest Service 
and the Bureau of Land Management and the Bureau of Indian Af 
fairs equally ¢ 

Mr. Gray. No, I would not say that it applies equally because my 
experiences have not been that large with the other two agencies. In 
the limited experience I am finding the same kind of pricing problems. 

Mr. Pri0Nn. I see. 

Mr. Gray. I am led to believe, without knowing as a fact, that the 
Bureau of Land Management and the Bureau of Indian Affairs may 
in part take some of their policy direction from that which is es- 
tablished by the Forest Service, which is the principal timber selling 
agency. 

Mr. Puuit0oN. Thank you very much. 

Mr. D’Ewarr. Mr. Gray, you indicated a degree of cooperation 
between the departments which this committee has not always found 
to be the case. 
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Mr. Ruoprs. Mr. Gray, I am going to have to go back to the genesis 
because I do not understand a lot of this stuff. What is the definition 
of “allowable”? 

Mr. Gray. As I understand it, the allowable cut is that quantity of 
timber as measured by the timber selling agency involved, our Cali- 
fornia region, prince ipally the United States Forest Service, as being 
the amount of timber which can be annually removed from the ste and- 
ing forest reserve without depleting, if you please, the standing forest 
reserve. 

Mr. Ruopes. Is that each year? 

Mr. Gray. That is done each year. 

Mr. Ruopes. In other words, figuring the harvest of forests on a 
sustained yield basis, they figure that X number of trees may be 
removed ¢ 

Mr. Gray. That is correct, by measuring the rate of growth of the 
remaining stand and many other factors. It is rather a technical ap- 
praisal, but it is one which the agency itself measures. 

Mr. Ruopes. Assuming in a given area the allowable cut is deter- 
mined, then what is the procedure for selling the allowable cut to 
companies ¢ 

Mr. Gray. The general procedure, as I understand it, is to ascertain 
whether or not, first of all, there are any interested purchasers in a 
timber sale offering. If we are talking about a specific community or 
area, the several established facilities and operators within that area 
will each be contacted in turn by the Forest Service to ascertain 
whether or not the V would be interested in the purchase of timber. 
Then if there is a prospective purchaser who is interested, a proposed 
price is generally discussed, a price which the Forest Service has 
tentatively estimated as being a fair market value of the timber. If 
aun operator indicates a willingness to bid on the timber at the pro- 
posed price, then a sale is offered, and only then. 

Mr. Ruopes. There is no competitive bid? 

Mr. Gray. There may be several competitive bids under that set 
of circumstances. 

Mr. Ruopes. But it is not necessary ? 

Mr. Gray. It is not necessary. The timber is offered in that in- 
stance. 

Mr. Ruopes. Now, then, the proposed price would be so many dol- 
lars per thousand feet ? 

Mr. Gray. That is the practice of the United States Forest Service 
in our California region. It is a unit value applied to the separate 
species involved. 

Mr. Ruopes. In other words, they determine the number of board- 
feet which can be cut from the stand of forest, and you bid on that 
number of board-feet at so many dollars per thousand ? 

Mr. Gray. That is correct, and subject to the contract adjustment 
of the so-called escalator clause which measures the fluctuation in 
selling prices during the period of cut. 

Mr. Ruopes. Why then is only one-half of the allowable cut sold? 
Do you only bid on one-h: lf of the allowable cut ? 

Mr. Gray. No. The administration of the forests in our California 
region are generally described as being resolved into so-called working 
circle units which are administrative units set up in the agency for the 
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purpose of managing its forest reserve. These working circle units, 
some may have several established facilities in them for processing 
the timber that is measured as an allowable cut, and others may 
have only very few. But only if the Forest Service finds an interested 
purchaser who will agree in advance to bid upon the proposed tenta- 
tive prices will a sale be offered. It is my contention in this report 
before you gentlemen today that if a prospective purchaser is not 
found who is willing to bid in at the tentative proposed price, that 
timber sale is not offered. - That is one of the Seaitetburine reasons 
why the allowable cut, if you please, is not made. 

Mr. Ruoprs, Then the reason for your statement that only one-half 
of the allowable cut is made is due to the fact that they cannot get 
bids under these terms on but approximately half of the cut allowable 
in the State of California ? 

Mr. Gray. That is partly the case. That is not all of the case. There 
are other reasons also. 

One of the reasons which the Forest Service I am sure in time will 
present to your committee is that the failure to offer up this timber 
is due to a lack of what are termed timber access roads, primary 
highways that are developed back into the virgin stands of timber 
that would enable a prospective purchaser to take out any timber 
sold. 

However, I would cite as an instance the Tahoe National Forest 
where it is my understanding, after a review from the United States 
Forest Service administrative agency there, that where it has an 
allowable cut, as I remember of about 86 million feet in the period 
of 1 year, it has actually sold in the latest year I reviewed, 1952, only 
about 48 million feet. 

Now there is a forest that has all kinds of roads in it. It has two 
transcontinental highways that go through, it has county roads, it 
has forest development roads and trails, public established and other 
roads within the forest area; and I fail to understand, as one industry 
member, why that forest in particular could not offer its allowable cut. 

I have heard it stated on the part of the administrator there that 
it was due to the intermingled ownership, if you please, of private 
timber. Our Government has the right, if it cares to exercise it, if 
there are intermingled ownerships of private timber, to condemn if 
necessary or acquire road rights-of-way through private property that 
would make available to sales the publie property of timber. 

Mr. Rnopes. Then the fact that only one-half of the allowable cut 
is made is not necessarily due to the arbitrary cutting down of the cut 
by the Forest Service, it is due to other circumstances, one of them 
being the fact that perhaps they cannot get bids on some stands and 
another due to the fact that perhaps some of them are not accessible. 
Would that be a fair statement ? 

Mr. Gray. That is a fair statement. 

Mr. Ruopes. Do you have any idea as to the number of sawmills 
which have actually gone under, had to take bankruptcy in your area ? 

Mr. Gray. I wish I had that information. 

Mr. Ruopes. Are there considerable numbers? 

Mr. Gray. I believe there are. 

Mr. Ruopes. You made the statement here that lumber ry ylanndy 
are going broke and I wondered if you had any facts and figures. 
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Mr. Gray. I cited the specific results of our own operations which I 
am in possession of and I also stated I believe it to be a typical con- 
dition of others operating within the industry, but I do not have 
access to the financial records of these other concerns. 

Mr. Ruopes. The price of the manufacturer of lumber is not regu- 
lated by the Government, it is regulated by competition. Are we to 
understand then that you are not “able to get a sufficient price for the 
timber products to make a profit at the pr esent time ¢ 

Mr. Geax. That is right. 

Mr. Ruopes. And do we assume then that other areas of the United 
States are in a better position competitively than your area. 

Mr. Gray. I think you could assume from that that there is still 
available a quantity of privately owned timber that is accessible 
to the market and the finished number of products derived from this 
timber, wherein the cost of stumpage is so far below that which is 
appraised by our Federal timber-selling agencies, they are still able to 
compete and make possibly substantial profits under these conditions. 

I have here, for example, a memorandum that would show that, in 
the year 1952, which is the latest year I have access to figures on, 
that the cost of privately owned timber in the Western Pine Associa- 
tion region, as reported by contributing members to that association 
for compilation in group manner, was $5.36 per thousand feet as a 
weighted average. Now the latest year I have information on, as 
released by the United States Forest Service in California, is to the 
effect that the weighted average of all prices received was $15.14 in 
the year 1953. There is a ratio of not quite three times as high. 

Mr. Ruopes. So a company that buys from the national forest must 
necessarily absorb the difference in stumpage from that paid on private 
lands and that paid on public lands? 

Mr. Gray. That is ey correct. 

Mr. Ruopes. Now then, Mr. Gray, you mentioned that you felt the 
average return on capital was something like 2 percent. Is that 2 
percent on equity capital or 2 percent on ‘total working capital 

Mr. Gray. I had in mind, sir, equity capital. 

Mr. Ruopes. Equity capital alone? 

Mr. Gray. Yes. 

Mr. Ruopes. I think it was on page 8 or page 9 that you stated that 
the average appraised value for stumpage return was $14.99 out of the 
so-called conversion return of $22.79. As I understand the conversion 
return, that is the difference between the selling price and the amount 
of money which it requires to harvest the timber and manufacture and 
market it, is that right? 

Mr. Gray. That is correct: without the inclusion of the timber 
value, it is. 

Mr. Ruopgs. Of stumpage ? 

Mr. Gray. Yes. 

Mr. Ruopes. But for this purpose, this figure of $22.79 excludes 
the $14.99 which you pay for stumpage? 

Mr. Gray. That is correct, sir. 

Mr. Ruopes. Now then out of that you say you make a profit before 
taxes of $7.80 which would indicate to me that the average selling price 
would be somewhere around $30.59 per thousand. Would that be doce 
correct ¢ 
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Mr. Gray. No. It would be impossible without knowing the total 
cost of operation to measure the selling price from these figures because 
the $22.79 is the difference between the selling price of products and 
the cost of operation you have outlined. 

Mr. Ruoves. Then there are other items of cost which are not in- 
cluded in this conversion return ? 

Mr. Gray. The conversion return does not relate to any item of 
cost except that of stumpage, which is’a cost. 

Mr. Ruopes. Maybe you had better define stumpage then. I 
thought stumpage meant the amount of money you paid the Federal 
Government. 

Mr. Gray. I am sure tliat is a very fair question and I am also sure 
we assume too much in the use of some of these deseriptive words. 
Stumpage relates to the value of the standing tree before cutting; 
it is timber, the raw material. That is what we mean by the term 
“stumpage.” 

Mr. Ruopes. In other words, in the illustration used here, you 
aid $14.99 for the timber, but the value of the timber is actually 
$99.79, 

Mr. Gray. No. The total amount available for division as to the 
value of timber and the division as to a margin for profit and risk on 
the part of the operator is the sum of the $22.79. Now if we take 
selling prices less all costs except the raw material costs of timber, 
the remainder must be that which is available then for timber or 
for profit and risk to the operator. And it is that so-called conver- 
sion return that is used in the determination of fair market value by 
the administering agencies. 

Mr. Ruopes. What percentage of the average selling price would 
this return of $7.80 per thousand feet represent / 

Mr. Gray. I don’t have the exact amount on that available for com- 
putation here. I will be glad to develop it for you if you wish, I 
would express the opinion, however, that it would be in. the neighbor- 
hood of 10 percent. That may be a little low, but I am not able to 
determine it without additional information. 

Mr. Ruopes. Mr. Gray, do you feel that in selling timber the Gov- 
ernment should go more on the basis of competitive value rather than 
appraised value? 

Mr. Gray. It is just the contrary, sir. Their present policies relate 
the value which they appraise to the competitive value established 
in timber-offering sales. 

Mr. Ruoves. What elements would you use in appraising a stand 
of timber? 

Mr. Gray. The elements I would use would correspond to those 
now being used, the selling prices accurately compiled, the cost of 
operation, exclusive of timber value, accurately compiled, and then 
1 would first take into consideration that which is necessary for a 
margin for profit and risk in order to keep established these sawmills 
and remanufacturing facilities that are so necessary, if you please, to 
the harvesting of the natural resources. 

Mr. Ruopes. In figuring that, you of course have to assume a cer- 
tain percent of profit which would be returned to capital. Do you 
have any idea as to what percent that should be? 

Mr. Gray. I express that in this report as an average rate of indus- 
trial manufacturing return. 
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Mr. Ruopes. After taxes / 

Mr. Gray. And that is a statistical matter which is readily avail- 
able from several sources and I last reviewed as an average for man- 
ufacturing industries in these United States, without the physical 
hazard risks which we have in our industry, as being approximately 
14 percent of equity capital, after Federal taxes. 

Mr. Ruopes. After taxes? 

Mr. Gray. After Federal taxes. 

Mr. Ruopes. Do you think that would be a fair return to the lumber 
industry on its equity capital invested ? 

Mr. Gray. That would be a very fair return and it would be a 
measure equal to all other manufacturing. opportunities within the 
United States. 

Mr. Ruopes. I take it then you have no real quarrel with the Forest 
Service in going over the books of the various corporations involved, 
but the main quarrel is that they go over all of the books and not just 
the books referring to the timber which you buy from the Govern- 
ment / 

Mr. Gray. Personally, I have no quarrel whatever with the exam- 
ination of our records which we keep which reflect our costs of oper- 
ation and our sales returns from harvesting federally owned timber. 
I am perfectly willing, and my associates and our company are will- 
ing, to divulge completely all of that information. 

Your second point, I certainly concur in, that I believe that the 
examination should be restricted to that which pertains to the opera 
tion of the Federal timber, where it is possible to do so. 

Now in our recordkeeping, if we are mixing in some privately owned 
timber to a minor extent in a harvest of feder: ally owned timber , we 
personally in our organization do not object to their review of that 
information with the other so long as we do not have it separated. 

Mr. Ruopes. Just one more question. On page 12, your second 
point, you say the lumber selling prices are applied to trees in most 
instances not marked for cutting and in many sales the trees appraised 
are not trees cut and removed; in other words, when they make their 
allowable cut determination, they do not mark trees; is that correct / 

Mr. Gray. That istrue. And not only that but in offering a timber 
sale to a prospective purchaser, the general practice w ithin our Cali- 
fornia region is to only sample-m: wk, probably not to exceed 5 percent 
of the total volume of standing timber to be marked as an indication 
of the quality of the trees, if you please, which are to be later marked 
and harvested. 

Mr. Ruopes. In other words, they tell you how many board-feet 
you can harvest and then later tell you what trees you can cut, 

Mr. Gray. That is true. 

Mr. Ruopes. And you have no way of knowing ahead of time the 
quality of trees which you will be given. 

Mr. Gray. That is true. And we are in constant dispute about the 
question of quality throughout our entire industry because of that 
fact. 

Mr. Ruopes. I apologize to the committee for taking so much time. 

Mr. D’Ewarr. Mr. Young? 

Mr. Youn. i long has the Government been setting the price 
of trees in the condition that you have outlined ? 
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Mr. Gray. I assume ever since they have had the statutory authority 
to manage the national forests. 

Mr. Younc. Do you know how long that would be in years? 

Mr. Enotes. 1897. 

Mr. Youne. You feel the Government is losing a certain amount 
of money each year because of their failure to harvest the allowable 
timber stand / 

Mr. Gray. I do, very definitely. 

Mr. Youne. Could you estimate in terms of dollars how much that 
would be ¢ 

Mr. Gray. It was my approximate estimate in a prior consideration 
of your question that in our State of California and in the national 
forests administered by the United States Forest Service that the 
1953 approximate value was $5 million. 

Mr. Youne. When you say approximate value, that is the approxt- 
mate value of allowable timber. 

Mr. Gray. Not harvested. 

Mr. Youn. Not harvested. 

Mr. Gray. The lost amount. 

Mr. Youne. That was lost during 1 year? 

Mr. Gray. Yes. 

Mr. Youne. Irrevocably lost ? 

Mr. Gray. Yes. 

Mr. Youna. Five million in the California area alone has been 
irrevocably lost in this natural resource. 

Mr. Gray. Stumpage values for timber, 1953. 

Mr. Youne. Part of that could not be harvested in 1954? 

Mr. Gray. No. It is our contention in the industry that allowable 
cut which is not harvested is lost forever, and our contention is that 
it is lost because it is denying a rate of growth to the remaining trees 
that would increase in volume, if you please, if the cut had been 
harvested. 

Mr. Youne. You cited 1 illustration where the cost of Government 
timber was 3 times the cost of private timber. Was that a comparable 
area, comparable timber, with timber access, and so forth? 

Mr. Gray. It was all in the California region, all in the western 
Sierra Mountain region, and all in what I consider to be comparable 
conditions. 

Mr. Youne. Could you generalize and say that in most instances 
or as a general rule the Government charges about three times what 
private forest lands would cost. 

Mr. Gray. I said 2 to 3 times. 

Mr. Youne. You said 2 to 3 times. You could generalize and say 
that # 

Mr. Gray. I believe so. 

Mr. Young. Is there much difference of opinion as to what is allow- 
able cut between industry and the Forest Service ? 

Mr. Gray. A very substantial difference. 

Mr. Youne. What percentage of variation would there be? 

Mr. Gray. The industry’s estimate, as an example, in the California 
region is that there must be available as much as 2 billion feet per year 
on an allowable-cut basis, if accurately determined, where the United 
States Forest Service has estimated in the same areas and over the 
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same stands of timber approximately 11 billion feet of timber per 
year. 

Mr. Youne. There is a variation, then, of 30 to 40 percent between 
industry and the Forest Service. 

Mr. Gray. Right. In that instance; yes. 

Mr. Younc. What percentage of timber utilized by industry comes 
from national forests as compared to private lands? You said the 
Forest Service had about 62 percent, I think, of land in the Western 
States; is that right? 

Mr. Gray. They have 62 percent of the standing reserve of timber 
for future harvest in the Western States. I do not have available 
with me the specific figures which you have requested. I would be 
very happy to develop that information for you. 

Mr. Younea. Could you estimate roughly whether it is 40 percent or 
half? 

Mr. Gray. I have heard the Forest Service say through its author- 
ized personnel only about 15 percent. I do not know whether that 
is correct or not—I have not measured it—of the timber currently 
sold, which leads them to the conclusion, “Well, how could our sale 
of timber ever influence market prices?” 

I have tried to answer how in this report which I have submitted 
to you. It is through the replacement value of standing timber. It 
is considered by even those who operate privately owned timber that 
the influence of the 62 percent of the standing reserve of future needs 
is involved. 

Mr. Youne. Would it be possible for private lumbering industry to 
obtain more of the required lumber from private sources? You said 
it was somewhat of a seller’s market. Is it not also somewhat of a 
buyer’s market, too, with regard to utilization ? 

Mr. Gray. In my opinion, from facts which have been reviewed 
by me in the past in our California region, there is very little timber 
of private ownership available to priyate purchasers. Most of your 
stands of private timber already have developed the manufacturing 
facilities for the timber and it is not generally available to purchasers. 
And that is why, in my opinion, this 62 percent standing reserve wields 
such an influence on our total market. It is the only replacement 
timber available to our industry. When we seek to buy additional 
timber, we must go to the Government in order to buy. 

Mr. Youne,. That is all. 

Mr. Pittion. Mr. Gray, with respect to that $5 million loss in allow- 
able’ cut timber, I did not quite understand what area that applied to. 
Did that apply throughout the country? 

Mr. Gray. Just California, the State of California and the national 
forests in California administered by the United States Forest 
Service. 

Mr. Pituion. You mean to say that there is a loss of $5 million worth 
of timber each year just in California? 

Mr. Gray. The measure of that estimate was developed in this man- 
ner: half of the allowable cut yielded an income of approximately 
$5 million. 

Mr. Pitti0on. That amount, is that your selling price? What is that 
price of $750 million ? 

Mr. Gray. The $750 million? 
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Mr. Pitiion. At what level is that price is what I am trying to 
get. 

Mr. Gray. That is the selling price of standing timber being sold by 
the Federal agencies in California. 

Mr. Pruuion. Is that stumpage price? 

Mr. Gray. Yes, sir. 

Mr. Pintui0on. In other words, that would be the loss? 

Mr. Gray. No: I beg your pardon. 

Mr. Pinion. That is finished lumber, is it not, that you are talking 
about—the $750 million ¢ 

Mr. Gray. That is correct, sir, and may I please correct the record 
to that extent / 

Mr. Pinion. Yes. What I am trying to get to, Mr. Gray, if you 
can answer it : if $750 million is the selling price of the finished lumber, 
translate that back into stumpage. How much did the United States 

Govern*ent lose in not selling that other 50 percent ? 

Mr. Gray. If the ratio is 10 percent. it would be $75 million. 

Mr. Pituion. About $75 million. 

Mr. Gray. And, of course, that seems too high in considering it, too. 
As I said in the beginning, that is a fact which I think the committee 
should have developed for it on an accurate basis and I am quoting 
from a lack of sufficient sources. 

Mr. Prtuion. We understand they are just general observations. 

Mr. Wesritanp. Will the gentleman yield ¢ 

Mr. Pinuion. Yes. 

Mr. Wesrianp. Mr. Gray, you have given us the state of affairs in 
your companies. How much of that do you believe is attributable to 
the import of Canadian lumber ? 

Mr. Gray. I have no way of knowing, sir. 

Mr. WestLanp. Give me your opinion. 

Mr. Gray. We know, for example, that there are substantial im- 
ports of Canadian lumber into our California market at the present 
time. The results which I cited in our experience of 1953 did not 
measure the result of any appreciable amount of those conditions 
being due to imported Canadian lumber. 

Mr. Wesrianp. Do you sell only in the California market / 

Mr. Gray. No; we sell throughout the United States, and we export 
into Canada, too. 

Mr. WestLanp. Then you believe there is no appreciable amount of 
damage being done to your particular affairs by the importation of 
Canadian lumber ¢ 

Mr. Gray. In the year 1953? 

Mr. West.Lanp. In the year 1953. 

Mr. Gray. We are finding a substantial change in the year 1954 

Mr. WesrLAnp. An adverse change / 

Mr. Gray. An adverse change. i 

Mr. Westianp. Apparently your markets are different than the 
markets up in the Pacific Northwest. 

Mr. Eneie. Mr. Westland is from Washington. 

Mr. D’Ewart. Mr. Gray, you are going to be here tomorrow ¢ 

We have Mr. Dodge, I believe, who wants to go on the stand because 
he wants to leave town, and I understand he will take about 20 min- 
utes, and that is what we have left. The committee may have some 

47830—54 
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more questions they would like to ask you, and, if you are willing, we 
will accommodate Mr. Dodge. 

Mr. Gray. I am certainly willing, and I thank you very much for 
the opportunity of discussing this proble m. 

Mr. Ener. I want to submit one question which I would like to 
have Mr. Gray discuss later, and that is specifically what he thinks we 
could do as a committee, assuming that we all agree with his presenta- 
tion, to give some relief to the lumber industry, the specific steps. 
I am not asking you to answer that now, but I would like to have you 
discuss it later. 

Mr. Gray. I will be glad to, Mr. Engle. 

Mr. D’Ewarr. Mr. Dodge, will you come forward ? 

Mr. Eneir. Mr. Chairman, may I say that Mr. Dodge lives in my 
district in Grass Valley, and as Mr. Gray operates in my district, 
Mr. Dodge lives and operates in my district. I am very glad to have 
him here as a witness before this committee. 

Mr. D’Ewarr. Does he have any land title troubles ? 

Mr. Ener. He probably has plenty. [Laughter. | 


STATEMENT OF G. N. DODGE, G. N. DODGE LUMBER C0O., 
NEVADA CITY, CALIF. 


Mr. Dover. Gentlemen, from possibly one extreme to the other. 
Mr. Gray’s organization is not the largest, but it is in a group of 
extremely large ones. Mine is not the smallest, but it is in a group 
of extremely small ones. 

I think it should be interesting to realize that both larger and 
smaller operators have in this instance exactly the same problems. 
I cannot look over a statement of 10 mills and find that 3 of them 
showed a loss and l did hot do sO wood. | can look over the state- 
ment of one, and if it does not show a profit, why, then I am going to 
have to do something else and be one of those that join the list that 
is going broke. 

Now I started my organization after I got out of the Army in 1946 
with an investment of $30,000 which I had fortunately made in an- 
other business. So my knowledge of this business only goes back to 
1946. 

We had at that time an organization of about 20 people and we cut 
5 million feet per year. We now have an organization of 43 people, 
and last year we cut 5,800,000 feet. 

‘his now is commencing our eighth year of operation. In that 
period of 8 years, with the exception of one sale of $2,000 worth of 
Forest Service timber, we have never purchased any timber from 
the Forest Service. The reason for that is plain and clear to me: 
When we took our operating statement of costs and then our selling 
price for the lumber, we found there was not enough difference in 
there to pay for our stumpage at the Forest Service prices, to say 
nothing of profit. In other words, if our sales were $300,000 and our 
costs were $250,000, the Forest Service would have charged us con- 
siderably over $50,000 for the amount of footage that we cut into 
lumber to produce the $300,000 of sales. So it would be just on our 
part a step toward bankruptcy to consider buying any sales from the 
Forest Service. 
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We operate only in the Tahoe National Forest area, so my remarks 
relative to the Forest Service will have to be confined to the Tahoe 
National Forest. 

Our costs of stumpage last year averaged for the 5,500,000 feet $4.92 
a thousand that we payed for privately owned timber. 

Mr. Wesrianp. May I interrupt? What kind of timber wasthat? 

Mr. Dover. That was a mixture of pine and fir. I would say it 
was about 70 to 75 percent pine and the balance red and white f 

Mr. Gray covered many of the points that I had pl: anned to cover, 
and there is no need of boring the committee with re petition. I will 
say that I agree 100 percent with everything that Mr. Gray has said, 
and that the small operation is in an identical situation with Mr. 
Gray, except that we have no alternative mills where one set kee ps the 
other going. We just have one and it either goes or falls under its 
own. 

There is one thing in the private purchase of that timber where 
we have bought in 2 and 3 million-foot lots that has enabled us to 
reach this so-called $5 average price. That is something that was 
not touched upon before. 

The private timber purchase practice normally in the small lots 
is to buy on the cruise. Now many times the cruise returns some 
what under your actual recovery because your cruiser does not count 
the type of trees that you are willing to take, considering that they 
are an overrun, and may cost you nothing. In other words, you buy 
wll the timber on a 160-acre piece for maybe twenty-five or thirty- 
five thousand dollars. ‘That is yours to harvest as you see fit. 

Now we have purchased from the Bank of America, who certainly 
are not philanthropists, and the Southern Pacifie Railroad, and in 
each instance, even though their cruisers made this cruise, we have re- 
ceived a comfortable overrun which has served to reduce the overall 
price per thousand that we paid for the timber. 

Now on the Forest Service sales there is not such a thing as over- 
run except in highly specialized manufacturing process. 

Mr. Youne. W hat do you mean by overrun ? 

Mr. Dover. I mean that your cruiser would say there are 2 million 
feet of timber on a property, and you might come out with 214 
million. You would have bought it expecting 2 million, they would 
have sold it expecting 2 million, and good logging practice and one 
thing and another would lead you to get extra footage from there 
which would reduce your cost per thousand. 

Mr. Youna. That shows the Forest Service is efficient, does it not. 
and accurate 4 

Mr. Doper. It does in a way, but it also shows that private industry 
needs a little cushion there to enable them to expand. 

Mr. WestrLanp. May I interrupt there? The Forest Service’s final 
price comes on a log scale, does it not / 

Mr. Dover. Yes, each log. There is absolutely no overrun on their 
position atall. It is log for log. 

Mr. D’Ewarr. Let me get this clear. This 160 acres that you speak 
of was cruised at 10 million feet. Then will you buy that 10 million 
feet ? 

Mr. Doper. For a lump sun. 

Mr. D’Ewarr. Then those logs are not scaled after they 


are 
harvested ? 
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Mr. Dover. No, they are scaled for your own information, but it 
has nothing to do with the purchase. If it runs 8 million instead of 
10 inillion or runs 12, that is part of the risk of being in business. 

Mr. Westianp. Now the Bureau of Land Management does it the 
same way / 

Mr. Dover. Yes. 

Mr. Westianp. They sell on a lump-sum basis and not on log scale. 

Mr. Doner. That is correct. 

We find that in the Tahoe National Forest some years in the Nevada 
working circle there have been no sales whatsoever of timber, and 
in that particular working circle there is a sustained yield according 
to their figures of 8 million feet annually. 

Mr. D’Ewarr. Again this 160 acres. Do you clean cut or selective 
cut ¢ 

Mr. Doner. We cut according to the State laws, which prohibit tak- 
ing trees under 20 inches in diameter measured 414 feet from the 
sround. 

Mr. D’Ewarr. You make your own selection within the State law? 

Mr. Doner. Yes, sir. 

Mr. D’Ewarr. No marking? 

Mr. Doner. No, we take anything that looks profitable. 

There is also another point : We find that the Tahoe National Forest, 
as Mr. Gray said, is not concerned about this access road program. 
We are fortunate in being in an area where if any forest could cut 
100 percent of the sustained yield it is the Tahoe National Forest. 
And whatever roads are needed can be extended as the mills work on 
into the territory providing their own logging roads. It does not 
require any appropriation from Congress. It only requires in my 
mind a directive to that forest to cut the sustained annual vield. My 
suggestion is that they try it in one forest. Mr. McArdie tells me 
nationally that they are a 50 pereent organization; they are satisfied 
with 50 percent. I personally am not. I think that they should be- 
come nearly 100 percent organization. 

As Mr. Gray has said, the timber resources of the sustained annual 
cut, if they are not cut, they evaporate—bugs, rot, fire, and so forth, 
eating into those trees. It is not like a gold mine that is always there 
when you get ready to take it out. 

Mr. D’Ewarr. Let me get this picture a little clearer, Mr. Dodge, on 
this 160 acres. You buy all the timber on there with the option of 
taking anything off over 20 inches breast-high ? 

Mr. Doper. Yes, sir. 

Mr. D’Ewarr. Where does your sustained-yield formula enter into 
the picture? 

Mr. Doner. It does not in this particular type of instance. You 
see these are small holdings and we frankly cannot afford to go out 
and buy 20 million feet or 10 million feet of timber per year. And as 
I said, I started this business with $30,000, and our purchases of timber 
if we bought from the Forest Service would be well over a hundred 
thousand dollars to run us 1 year. So if anything, this Forest Service 
limiting of sales is an extreme handicap to the small operator. Even 
if you could afford to pay the high prices, it is almost impossible to 
get enough money together to pay them anyway. 

Mr. Westianp. You mentioned this $5 price. Is that price the 
result of your overcut ? 
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Mr. Doper. A combination of both. 

Mr. Westianp. You have mentioned this $5 figure. Now do you 
have an average figure which you actually paid for the cruise as it 
was made by the owner rather than on the overcut basis? I do not 
think that is quite a fair figure. 

Mr. Doper. It was probably about $6.50 or $6.75. But we were on 
the comfortable side. 

Now, having run for 7 seasons on privately owned timber, we have 
been able to expand our organization, as I said, up to 483 people and 
up to a net worth of $200,000, 

We have now this winter completely electrified the mill at an ex- 
pense of some $30,000, which was peculiarly the same amount of 
money as I started the business with 7 years ago. 

Now I have done that with only 1 year’s timber remaining for me. 
The private timber in that area is practically exhausted. It is ex- 
hausted down to the point where you can only buy it in enough to 
run 1 week in any location. It is not economical to move your log- 
ging equipment, and so forth, around every week. We have been 
doing it every month, but when we get down to once a week it goes 
a little too far. 

Some of my employees have been with me since the inception of this 
organization. They all have families. As I say, we have this 1 year, 
and then we will be forced out of the business unless the Forest Serv- 
ice policy is modified in the Tahoe National Forest to force the cut 
of the sustained yield. 

I am willing to take my chances competitively with any of the, I 
believe, 40 sawmills in the somewhat near area there, of which 6 
would probably be competitive for timber in my area. I am willing 
to stand on my own feet m competitive bidding with any of them. 
However, the Forest Service is forcing the operator to come on 
bended knees and beg for a little sale of a million feet or 2 million 
feet at a time. You do not know one year to the next where your 
timber is coming from. 

Your employees are in a state of unhappiness and confusion, be- 
cause they are in the woods and know that you are running near the 
line, that this piece is available and that piece is available, but it is 
an unpleasant and uneconomic situation to be in, and the only way I 
see to correct it is to press for the sustained yield. 

I will not argue whether the sustained yield is twice as much as 
they say it is. They have never come anywhere near cutting what they 
say it is. When they do that, then maybe we can argue it is different, 
but they have not reached anywhere near their own figures yet. 

Mr. D’Ewarr. You are arguing for a cut on the basis of sustained 
yield on the Tahoe Forest ¢ 

Mr. Donegr. Yes, sir. 

Mr. D’Ewarr. Not just in your particular part / 

Mr. Donee. No, sir; just on the forest as a whole, which Mr. Gray 
says, I believe, has a 90-million-foot sustained yield, and they are 
cutting less than half now. 

The supervisor told me that people are not available to mark this 
timber even if they were willing to put up the sustained yield. To 
me it is as if you had lack of clerks at Tiffany’s in New York who 
could not handle the trade for $5,000 watches. It looks like it would 
be a good idea to put on a few more clerks and get rid of the watches. 
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Mr. Wesrianp. Let me interrupt you there. You are coming right 
up my alley now. 

Mr. Doper All right. 

Mr. Westianp. That is exactly the situation we have in Mount 
Baker National Forest where we have a tree bug infection—pseudo 
hylisimus. Additional men are needed to be put on to make cruises, 
draw up bid forms, and get these sales out. But it is not that simple 
as running Tiffanys and going out and hiring a couple of clerks. You 
have to get an appropriation through some of these committees here 
in Congress and get that bill passed in order to hire those fellows, and 
it is just not that easy. 

I will agree with you a hundred percent that additional men are 
probably needed to be put on in your forest area in order to m: ake these 
sales available. I am appearing before the Agricultural Subcommit- 
tee on Appropriations to ask them for some more money to put men 
on just for that purpose. 

Mr. Enerr. And so am I. 

Mr. West.Lanp. Fine. We will get together. 

In the States of Oregon and Washington I think we have allowable 
cut of about 4 billion feet, and we are cutting 314, which is pretty 
good, if that is the actual case—90 percent. Here we have a forest 
infected that we are really going to lose, and yet I am 
going to have a battle on my hands, and probably you too, Mr. Engle, 
if we get them to put on h: ilf a dozen more rangers to make those sales, 

Mr. Doper. There is this thing - it: There does not seem to be any 
scarcity of people in the office of Tahoe N: tional Forest when you 
go in the office. It is only out in the woods it is rare you see anyone. 
It is not in the office where they have nae into a beautiful $40,000 
home and moved out of the Elks downtown for one reason—that it w as 
not air conditioned. And this is a mountain elevation of 2,500 feet. 
They left the Elks vacant and moved up into this home with a beauti- 
ful garden and are sitting up there looking out the windows at the 
forest. Why, you see fewer people in the woods than you ever did 
before. When they were downtown in the warm confined quarters of 
the Elks downstairs, why, they seemed anxious to get out, but they are 
sticking pretty close to the office these days. I think they need a 
complete prodding, starting with Mr. Mc Ardle, and going right on 
down through to at least 1 forest cut 100 percent of the sustained yield 
for 1 year and then see what will happen. 

Enete. Mr. Dodge, I would like to dramatize your position 
just a little bit because I am familiar with it. 

It is the fact, is it not, that facing the sort of situation that you are, 
you asked the Forest Service sometime ago to advertise a sale and 
get on the ball and get some timber out for sale in Tahoe National For- 
est? They did advertise the sale. And what were you required to 
bid? I mean plain desperation bidding. What were you required 
to bid so you might have some future for your mill on stumpage on 
that particular sale? 

Mr. Doper. I was desperate enough to bid $48,000 for a 2,300, 000- 
foot offering which was about half pine and half fir. On the pine the 
minimum bid was $30 a thousand for the ponderosa ; $38, I believe, for 
the sugar pine; and $6.75, I believe, for the Douglas fir; and I think $2 
for the white fir. 
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Mr. Ener. And you lost the bid besides because some other fellow 
was a little more desperate than you? 

Mr. Dopcr. He was more desperate than I was. I know Congress 
questions whether there is really competitive bidding. Well these two 
bids at the $48,000 level, there was only a difference of $700 in the two 
bids. 

Mr. WestLanp. Was this at an auction? 

Mr. Doper. Sealed bid. 

Mr. WrestTLAND. Sealed bid, not an auction ? 

Mr. Doper. Yes, sir. 

Mr. Enair. You see what they did, Mr. Westland, they put a mini- 
mum on the sale that those fellows had to bid, a hurdle for them to go 
over the top of right at the start, which was unrealistic. So these 
fellows sitting out there with no timber reserves to speak of, with their 
investment sitting right there, one of the fellows who was back here 
recently with Mr. Dodge has closed up, and he has not opened up this 
year at all. Is that not right? 

Mr. Doper. No; he has not. 

Mr. Ener. They sit there, and here comes the Forest Service and 
they say, “We set the minimu at $30 on pine.” So we bid $30.10, 
when he has been harvesting the timber that he paid an average of 
maybe $6.50 or $6.25 for. The Forest Service then comes to me and 
says: “We have set up a $30 minimum and they raised the price 
on us.” 

I say to the Forest Service, “That is no indication that your price is 
fair. These fellows are trying to salvage an investment and keep their 
men at work. As a consequence they are going into desperation 
bidding which little by little will bankrupt this industry. 

Mr. Dodge is exhibit A for the kind of Forest Service selaaictgiiasial 
that is ruining the lumber business. 

Now I say that if you actually have competition in the national 
forests as you do in the Tahoe National Forest, where there are at least 
40 small operators around there ready to take a crack at this timber, 
it does not make any difference whether they put the minimum price 
on, or where they put it. They do not have to have the minimum if 
you get right down to it because the bidding will establish a fair price, 
and consequently the Government will get a fair price for its timber, 
and timber will be manufactured and lumber will be put on the market. 
If these prices come down a little bit, we will not have the number of 
people pricing themselves out of the market as they have done in the 
box business already. 

Mr. Doner. Yes. 

Mr. Enete. I say this because Mr. Dodge here is a small operator 
and his trouble is one of the dramatic instances I ran into in my dis- 
trict this fall that initiated this inquiry. I just wanted to call the 
committee’s attention to the fact that here is a man who can give you 
a specific case of just exactly what they are up against and why 
they do it. 

Mr. Youna. I would like to ask a question. Does this logging in 
the Tahoe National Forest extend over into the State of Nevada / 

Mr. Doper. I believe it is all in California, Mr. Young. 

There is one other point I would like to mention. There has been 
a question of why there is only a 50-percent cut. It is a combination 
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of two things. Really the principal one is the price, that their price 
is so high that there are not Saunas people with adequate private tim- 
ber to fill in a year’s run that they can make no profit on half a year’s 
run and make a profit on the other half of the year’s run. These For- 
est. Service prices mean almost no profit whatsoever. So my hope 
is that with 1 year of timber that I can get 6 months or half a year 
of Forest Service timber, on which I do not expect to make anything, 
to extend my 1-year private timber into 2 years. 

As an example of that, the Southern Pacific Railroad Co. 2 years 
ago took a leaf out of the Forest Service’s book and appraised a stand 
of timber for $49,000. I had enough contact with them that they 
offered it to me for $49,000. I looked at it myself and could not see 
that it was worth it. However, with limited experience that I had, I 
got a forester from a very large company to come over and look at 
it, a man who formerly was with the Forest Service, a timber man- 
agement man. He said it was not worth it. Then the Southern Pa- 
cific decided that they would offer the sale to others. So they put it 
on a sealed competitive bid with the right to reject any and all bids. 
Three mills bid, including this one that has now shut down because 
it has no timber, and the three bids were all about twenty-seven or 
twenty-eight thousand dollars. The Southern Pacific turned down 
the bids, and I believe the timber is still st: anding. 

Now, there was a mill that knew it was going to go out of busi- 
ness the next year without timber. Here was another mill that was 
located 3 miles from the timber. I was located about 8 miles from 
that timber. All of the bids were the same. I can assure you that 
there was no collusion in the bidding, because while the management 
of these mills are friendly after 5 o’c ‘lock, they certainly are not when 
it comes to buying a stand of timber. 

That is something that never appears in the figures that the Forest 
Service use for their so-called appraisal, the figures that they get 
together for an appraisal. They get an appr aisal of the stumpage 
at $30 a thousand.. They look ‘around, and on one will guarantee 
$30, so the timber stands there. The Southern Pacific did the same 
thing. However, the Southern Pacific entertained bids at any price 
just out of curiosity, and their bids turned up only about 60 percent 
of their appraisal. They used the same method as the Forest Service 
did. But the appraisals of the operators who were absolutely desper- 
ate for timber was only twenty-seven or twenty-eight thousand dol- 
lars on a piece of timber that the Southern Pacific had appraised by 
Forest Service methods at $49,000. 

Now in the Forest. Service there never would be a counter offer of 
twenty-seven or twenty-eight thousand dollars. The timber would 
stand there, and they would never know what intelligent trained 
timber appraisers for private industry think that it is worth. 

That concludes anything I may have to say on this unless you have 
some questions. 

Mr. D’Ewarr. Any further questions, Mr. Engle? 

Mr. Enexe. I think not. 

Mr. D’Ewarr. Mr. Westland? 

Mr. WestLanp. I have no more questions. I would like to com- 
pliment Mr. Dodge on the way he has apparently operated his mill, 
showing the initiative to start out with $30,000 and wind up with a 
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couple of hundred thousand. I wish him good luck and will try 
to help him. 

Mr. Doper. All I hope is that we—we do not need the profit now 
we have had in the past, but we do need some. I think any good saw- 
mill in the past has started out possibly the same way that we have. 
I am proud to have come that far, and the reason I may seem a little 
excited on this situation today—as I see the Forest Service policy, if 
it is not amended, it will force me to close down my mill, move away 
from my community where I have established my business and est: ab- 
lish friends there and possibly have to put 43 people out of employ- 
ment and move on to another area unless something can be done to 
secure timber at some reasonable profit. I fully believe that at 
present Forest Service prices and their markings, which are terrible, 
that we would do well to break even, even with our improved elec 
trification of the mill. 

Mr. WestLanp. There is just one more thing. I gather this is all 
second growth being cut ? 

Mr. Doper. No, sir. 

Mr. Westianp. All old growth? 

Mr. Dover. A combination of both. I would say about 40 percent 
first growth and 60 percent second growth. That is where the 200,000 
came from. 

Mr. Youne. If the Forest Service sold as much of the timber that 
you feel they should sell, would that be sufficient to continue the 
operations of the 30 or 40 small operators in this vicinity or would 
inevitably some of the operators have to go out of business because 
of the lack of adequate supplies? 

Mr. Doper. Many of them have already gone. This move, I think, 
if it comes soon enough, will save those that are still left that are 
on the borderline. Many, many of the operations there have com- 
pletely closed. 

Mr. Youna. It seems you must be exhausting the stands of private 
timber. 

Mr. Dover. Yes. That is the reason they closed because they could 
not pay the Forest Service prices. 

Mr. Young. You indicate the supply of timber is shrinking, getting 
smaller ? 

Mr. Dover. In the private holdings, but the Forest Service per- 
centagewise holds a much larger amount of timber than they did 
several years ago. 

Mr. Younc. How much of your timber do you get from the Forest 
Service on the average? 

Mr. Doper. I never bought anything but a $2,000 sale from them, 
and the results on that were extremely poor. I wanted to try it a 
little bit, and I did, and luckily I only tried it for $2,000. 

Mr. Youna. Only the larger operators have been able to purchase it? 

Mr. Doper. Especially that have dry kilns, planing mills, and have 
investments to continue, can take a tree and put it aboard a rail car 
which with our limited original capital we cannot afford to put into 
operation even today. 

Mr. Youne. That is all. 

Mr. D’Ewarr. Mr. Wharton? 

Mr. Wuarron. I have one very short question. I understood you 
to say, Mr. Dodge, that your stumpage price sometimes runs $4 or $5 
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a thousand, and you also referred to a $2 price. Did I get that 
correctly ¢ 

Mr. Dover. That was the Forest Service asking price on white fir. 

Mr. Wuarron. And does your price range as low as $ $2 a thousand 
on some of that timber ? 

Mr. Dover. Yes; but the market price is sometimes below the cost 
of converting it into the lumber. You do not sell the lumber if you 
get the white fir stumpage for nothing. 

Mr. Wuarton. Then the high price I understood you to refer to 
was $30 to $40 for stumpage? 

Mr. Doper. Yes. You see, there is a big difference in the selling 
price of lumber. The average of white fir might be about $60, where 
the average sugar pine might be about $110. So that in itself would 
be a $50 difference. And your manufacturing costs are principally 
the same. So you can afford to pay much more for the stumpage of 
one specie than you could for the other. 

Mr. Wuarton. I am sure we are all glad to hear there is no 
collusion in bidding on timber. 

Mr. Dover. When it gets down to $700 difference on a $48,000 sale 
it is pretty close. 

Mr. D’Ewarr. Thank you very much, Mr. Dodge, for being here. 

It is now 12:15, and the committee will recess until tomorrow at 
10 o’clock. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, March 12, 1954.) 
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MARKING AND PRICING OF TIMBER IN 
NATIONAL FORESTS 


FRIDAY, MARCH 12, 1954 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON PusBLic LANDs OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in the 
committee room, new House Office Building, Hon. Wesley A. D’Ewart 
(chairman) presiding. 

Mr. D’Ewarr. The Subcommittee on Public Lands will come to or- 
der for further consideration of the marking and pricing of timber 
pursuant to the hearings of yesterday. 

The first witness this morning is Mr. Perry A. Thompson of the 
Western Lumber Manufacturers, Inc., San Francisco, Calif. 

Mr. Thompson, will you give your name and address and connection 
for the record ? 


STATEMENT OF PERRY A. THOMPSON, SECRETARY-MANAGER, 
WESTERN LUMBER MANUFACTURERS, INC., SAN FRANCISCO, 
CALIF. 


Mr. THompson. My name is Perry A. Thompson, secretary-manager 
of the Western Lumber Manufacturers, Inc., located at 681 Mar ket 
Street, San Francisco. I am a forester of some 35 years experience 
in woodswork and general forestry. 

Western Lumber Manufacturers is an association of some 3 dozen 
or more California and southern Oregon lumber mills. All of its 
lumber company members depend in whole or in substantial part on 
publicly owned timber for their supply of timber. That does not 
mean necessarily that they purchase timber every year, but they have 
contracts for cutting from national forests or other public lands. Most 
of our members naturally depend upon the national-forest timber and 
they buy from 13 different national forests in California and southern 
Oregon. A very few buy some timber from the Indian reservations or 
from the public domain lands. 

My remarks this morning will be directed primarily to the prob- 
lems of the purchasers of national-forest timber from the United 
States Forest Service in California and southeastern Oregon. I am 
going to limit my paper to discussions of general policies, objectives, 
and practices of the Forest Service. It is my thought that this presen- 
tation may be of some value to you gentlemen as a ‘background against 
which you may later evaluate testimony of the operators who have 
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talked and those who will talk to you about their own individual 
problems. 

Now most people believe that the lumber industry as a whole has 
common interests. It does so far as markets, the grades of its prod- 
ucts, labor relations, and general legislation are concerned. But, as 
concerns the acquisition of raw material, that is, buying timber, there 
are at least 3 main groups whose interests do not have 1 common 
denominator. 

As Mr. Dodge said yesterday, they are friends after 5 o'clock, 
but when they are buying timber they are strictly competitors. 

Now the first group I ‘would describe is the group appearing before 
you here today: Those operators who must secure all or most of their 
timber from the national forests. The second group is that group 
which owns some timber or could supply some part of its timber needs 
from private owners; mostly from small private holdings, which is 
in a slightly different position. 

Then the third group is comprised of the very few land operators 
who own or control timber supplies sufficient to supply their entire 
needs. 

Now most of the owners of private timber, and particularly the 
owners of large tracts bought 15 or more years ago, few of them paid 
more than $2 per thousand for their timber and m: uny of them paid 
much less than that. The total cost of that timber plus the carrying 
charges to date may be as much as $5 per thousand in some cases. 
I know it is less in a good many instances. Those who purchased 
private timber tracts more recently, say within the last 7 or 8 years, 
may have paid up to $10 per thousand for it, but that would be an 
exc eption. 

Now the average price of all timber sold from the national forests 
in California in 1951 was $18.54; in 1952 it was $17.02; in 1953 it was 
$14.74. You can refer to the table attached to your copy and follow 
these figures, if you wish. 

The 1953 prices in this table which you have conflict slightly with a 
recent news release by the California region of the United States 
Forest Service which gives the 1953 average as $15.25 rather than 
$14.74. However, that difference is not particularly important. 

You will note also that the average appraisal price, that is, the 
minimum price at which the timber is offered for sale, for a 
pine was $26.18 in 1953; sugar pine was $30.35; white fir was $3.87; 
shies fir was $6.10; incense cedar was $3.68. This gives you some 
idea of the wide difference in values by species. I will say a little more 
about that later. 

Now it is common knowledge that the company which owns its own 
supply of timber bought years ago enjoys a $10 or more per thousand 
advantage over its competitor who buys from the United States Forest 
Service. The amount of such advantage depends upon the species 
of timber involved in their holdings. Actually, the competitive ad- 

vantage is frequently as high as $25 per thousand where the timber 
is preponderantly ponderosa pine or sugar pine for which the Forest 
Service may ask $35 per thousand or more in the better stands. 

Let us examine the results of these circumstances as they affect 
2 California mills of the same size, 1 cutting its own timber, the 
other buying timber from the United States Forest Service. In do- 
ing this [ am going to use the minimum difference in timber costs as 
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explained above of about $10 per thousand feet. This is, yes, strictly 
a hypothetical case, but it illustrates the point I am trying to make 
here. 

With an annual cut of 15 million feet and a cost of stumpage of $15 
per thousand which the operator pays to the Forest Service, we will 
say that he makes the full average appraisal allowance of $10 per 
thousand feet. Then his total annual amen will be $150,000, of 
which he will pay approximately 50 percent or $75,000 to the Federal 
Government for taxes. That leaves him final earnings of $75,000, 
from which he must pay dividends to his investors, cover his risk, his 
problems of keeping his plant up to date, his cost of replacement of 
machinery, and many other items. 

The owner of the private timber who bought his timber years ago 
und whose timber now stands him at $5 per thousand enjoys a $10 com- 
petitive advantage over the man purchasing from the Forest Service. 
So he in his turn makes a gain of $20 per thousand feet. His total 

arnings will be $300,000. Now he may not pay a regular income tax. 
He could pay as little as 25 percent or 26 percent for ¢ capital gains tax 
or capital depletion. He would then pay $75,000 tax and have left 
$225,000 after his year’s operation. This is just three times the 
amount left to the man who purchases timber from the national 
forests. 

Now the above is a conservative estimate of the competitive advan- 
tage some private timber owners have over the operator who must buy 
from the Government. In actual cases the advantage margin will 

vary from a few dollars to as much as $80, depending on the percent- 
age of private and Government timber cut in any year and on the 
species composition of the timber stands. The advantage is substan- 
tial and is evident in the bidding on many sales. 

Now I want to make this point very clear: Our association mem- 
bers do not say, or believe, that most owners of private timber neces- 
sarily enjoy overlarge profits. Our members do maintain, however 
and that is one of the principal issues we are here to present—that the 
United States Forest Service does not allow in its appraisals a suffi- 
cient profit and risk margin to keep plants operating on timber pur- 
chased from the national forests in a normally healthful condition 
economically. The Forest Service gives too much weight to high bid 
prices in setting its timber prices. 

An examination of the charts attached to the report you have and of 
the little table which I have given illustrates the great difference in 
earnings between these two classes of operators and should convince 
the most skeptical that a profit and risk markup of 8 percent, for that 
is what a profit ratio is, is unreasonably low for a high-risk business 
such as manufacturing and selling California white and red fir and 
incense cedar lumber. 

The maximum ratio or markup currently used by the Forest Service 
on any species is around 16 percent. This is well below the customary 
for many manufactured items. Such low markups ignore the fact 
that the lumber business is a high-risk Sees, It was so charac- 
terized by Julian Rothery, for many years head appraiser for the 
Forest Service. Rothery said such a high- risk business as the lumber 
business should be allowed a profit margin equal to 3 or 4 times the 
interest rate on a risk-free Government bond. This would indicate 
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returns on investment of from 9 to 12 percent, with some additional 
allowed for present high Federal income taxes which were not in 
existence when Rothery first made that statement. 

The Forest Service’s method of computing profit and risk margin 
does not take investment into its computation. The manual of the 
Forest Service does state: “Investment in fixed and working capital 
should be considered.” But the Forest Service now considers trans- 
actions or highest bid prices the most significant element to be con- 
sidered in arriving at a fair market price. 

The latest reply we have had from the Forest Service to our question 
for use of a h'gher profit ratio, particularly on the firs and the cedar, 
was made in a letter received in our offices on March 3. I quoted the 
entire comment on this particular question 

Mr. D’Ewarr. Mr. Thompson, could we break in on you just a 
minute. We have some guests here this morning we would like to 
present. Mr. Aspinall, will you present them. 

Mr. Asprnauti. Mr. Chairman, last year I had the privilege of pre- 
senting to this committee several visitors from Western Germany and 
now today I have a like privilege of presenting some of the officials 
of Western Germany who are in the United States, traveling through- 
out the United States. They will go to the west coast and then back 
again, studying primarily the relationship between our local sub- 
divisions of government, our State government, and our Federal Gov- 
ernment. 

It is my pleasure to present to the committee at this time Victor 
Renner, who used to be the Attorney General and is now a member of 
the State legislature. Will you stand please, Mr. Renner? Thank 
you. 

I also have the privilege of presenting Franz Gog, a judge and also 
a member of the legislature of Germany. 

Also Friedrich Telmstaedter, a member of the legislature, and Dr. 
Gerhart Schloesser, assistant to the governor, and a representative of 
our State Department, Mr. Francisco Lanzer, who is in charge of the 
tour of these gentlemen. 

We are very glad to have you men here. As I suggested to you, we 
are studying this morning in this committee some of the problems 
surrounding the harvesting of timber in our forest lands in the West. 
It is a pleasure to know that you are interested in matters of govern- 
ment in our country, and we hope that you have a very fine visit and 
that you do receive from your travel not only interest but some benefit 
to take back to your homeland with you. 

Thank you very much. 

Mr. D’Ewart. Thank you, Congressman Aspinall. We are very 
happy to have you gentlemen with us this morning and hope you will 
stay as long as your time will permit. 

Proceed, Mr. Thompson. 

Mr. TxHomrson. I will quote from the Forest Service on this ques- 
tion: 

Resolution No. 1, in which you ask for a higher profit ratio for white and red 
fir and incense cedar than for pine. At the present status of the market, the 
problem is largely academic, since there is no possibility for providing higher 
margins on these species than for the pine unless we drastically reduce the 
markings on pine species. The arguments, which you have presented in support 
of this position, if considered in the abstract, are plausible; however, the history 
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of stumpage transactions does not, in my estimation, provide support for this 
viewpoint, particularly when lumber selling price and cost relationships are 
within the range we have experienced during the past couple of years. 

Frankly, it seems to me we have gone a considerable way in our recent 
appraisal practice, in recognizing the need for proration to maintain what we 
feel are minimum margins. In fact, on the evidence now on hand, I am not 
even sure that we may not have gone too far. Certainly, we are now receiving 
comment, from entirely reliable sources, that our pricing structure for these 
species is below market levels. As I have often remarked, it is our responsi- 
bility to do a competent job of appraisal, taking account of factors affecting 
market value insofar as we can determine them. I know that you decry what you 
term our heavy reliance on bid rates for stumpage but, as yet, your organization 
has not offered acceptable evidence of market value that we can use in addition 
to or in lieu of the dependence upon actual transactions. This is a field, of 
course, where I shall continue to expect pressure from buyers of national-forest 
stumpage aimed at further reductions in stumpage price. 

Now the writer does not identify his “entirely reliable” sources 
of information, but there are two sure conclusions we can draw from 
this statement : The first one is that he is not referring to any operator 
dependent upon the national-forest timber, for none of them would 
make such a statement, [am sure. The second is that any man making 
such a statement with the market as it has been and is, and with the 
existing uncertainty as to the economic state of our Nation, must be 
one of those fortunate few who will profit mostly by prices rising in 
the national-forest stumpage, one of those whose competitive advan- 
tage will increase almost in direct ratio as the Forest Service raises its 
timber prices. 

Our association maintains that transaction price, which is the high 
bid price, may be the highest bid out of as many as 4 or 5 bids and 
is therefore not a good indicator of a fair market price. 

The second main issue we want to stress today is something like this: 

We do not believe that present Forest Service appraisal practices, 
if continued, will make it impossible to accomplish the major objec- 
tive for which the Forest Service has always stood. The printed 
and often quoted policies and objectives of the United States Forest 
Service are based on conservation, which is defined as “wise use of 
all the land resources, timber, water, forage for livestock and wild 
game as well as recreational opportunities ‘for our citizens.” 

Continuous supplies of timber and water are mentioned in the lan- 
guage of the original statutes establishing the national forests. 

The National Forest Manual and the instructions to its field officers 
describe the principal objective as the “stability” of woods communities 
and woods-using industries, the creation and support of steady jobs, 
dependable pay Tolls and tax bases. No one has, to our knowledge, 
ever quarreled with that objective. That broad objective is men- 
tioned time and again in Forest Service literature and in its statements 
of policy. There can be no question that local policy and local prac- 
tices are supposed to be designed so as to contribute to that broad 
objective. Many Forest Service practices do contribute to that objec- 
tive, but there are exceptions. 

In the timber appraisal section of the National Forest Manual of- 
ficers are directed to appraise and sell timber at the “fair market 
value.” They are told to consider “all estimated costs of production 
and an equitable margin for profit and risk to the purchaser.” They 
are told “the value may be influenced by the average efficiency of the 
class of operators who are the usual and logical purch: users of sales of 
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similar size, since few small operators have the skills or equipment to 
log, manufacture and sell to the best advantage.” An “equitable” 
margin for profit and risk is described as one that will “enable a rea- 
sonably efficient operator to remain in business and maintain employ- 
ment in the community.” It is clear the intention is to support a 
stable industry. This means adequate profit for the industry ; a profit 
opportunity equal to that enjoyed by other industries. 

rops not harvested waste. Timber is a crop. Millions of acres 
of mature limber in the national forests need cutting. In those forests 
hundreds of millions of feet of good timber goes to waste each year. 
It is not being replaced by growth because the old stagnant trees still 
occupy the ground. So the timber which rots, or is destroyed by bugs, 
disease, fire, or old age is largely lost forever. The only way to stop 
this waste is to harvest the crops and restore the lands to a growing 
condition. 

It is not likely the Government will get into the sawmill business. 
Therefore, it must depend on the local mills for a market for its trees. 
There is an inescapable partnership relationship involved in this, 
made clear in policy and in manuals, that appears to be lost to sight in 
practice. 

Cutting must be encouraged, not discouraged, in the millions of 
acres of national-forest lands. The objective of the Government is not 
maximum dollar returns, it is maximum sales of timber at a fair price, 
one that will maintain and stabilize the dependent woods industry. 
And the word “maximum” in that sentence, of course, is used in the 
sense of cutting the maximum productive capacity of the forest lands. 

To accomplish the objective of full allowable cut, the Government 
will have to take its attention from “transaction” prices which fre- 
quently result from desperation bidding and one-sided competition. 
It must grant more authority to its field officers to work with local 
people for satisfactory solutions to local problems. It must return 
to a program of allowing profit and risk margins adequate in these 
davs of high investment, high taxes, high cost of equipment, and of the 
need for every sawmill industry to keep up to date or become a victim 
of substitute building materials competition. 

The Government cannot control competition, and no one wants it to 
do so, but it should not encourage competition nor follow a policy 
that develops extreme competitive conditions. As the possessor of 
more than half of the West’s timber, the Government has the power 
to influence raw material prices and finally, of course, the price of the 
end product, lumber. 

Owners of private stumpage naturally follow the price rises of 
national forest timber; Government prices are their yardstick. This 
has influenced still higher bidding for national forest timber, and 
the spiral goes ever higher. It is time to call a half to this spiral 
and get back to sound policies and planning programs in the timber 
management field. 

The national forests of California are now contributing around 
600 million feet of timber annually—sometimes more, sometimes less. 
The Forest Service now has ready for sale this year something more 
than 800 million feet, I am told. It will not be sold unless prices 
are realistic. In fact, we do not believe the sustained-yield cut from 
the national forests of California can ever be sold and the dependent 
communities and industries supported unless the matter of price is 
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adjusted. In the meantime, the Government is losing timber and 
potential revenue, and the whole dependent industries and commun- 
ities suffer. 

I want to add here that it is plain to all, of course, that the Forest 
Service will need considerable additional appropriations to increase 
its cut to anything like double the present cut or to the sustained- 
yield productive capacity of the forests. We believe Congress should 
make the necessary appropriations for timber sales, administration, 
and if it does, it will get returns back into the Treasury in the ratio 
of something like $5 for timber returns for every $1 that is appro- 
priated. 

Our members know that in most areas they face competition, and 
they do not ask, nor expect, any guaranteed profits. They want ap- 
praisals that provide profit opportunities and risk margins that ap- 
proach those enjoyed by other industries, margins that will enable 
them to at least pay a reasonable dividend on their invested capital. 

We intend to continue our requests that mixed-specie sales—and 
by that I mean the sale of timber containing 4 or 5 different species, 
some of which are worth $25 and $30 a thousand and others which will 
hardly pay their own way—we will continue our requests that these 
sales be considered as a “package” purchase and that the final and 
average profit margin per thousand feet be adequate in the light of 
general industry experience and modern conditions. 

We intend at the same time to continue to support, as we have in 
the past, those parts of the national forest program which we believe 
are in the general public interest. 

(A list of points on which immediate action is needed, as submitted 
by Mr. Thompson, follows :) 


A LIST OF POINTS ON WHICH IMMEDIATE ACTION IS NEEDED 


1. The first need is that the Forest Service rededicate itself to the basic policy 
and objectives established at the beginning of the century and which can still 
be found in Forest Service manuals and writings today, namely: To produce 
continuous crops of water and timber for the support of local dependent com- 
munities and industries. 

2. Grant more authority to regional and national forest officials in order that 
local problems may be studied and settled within broad policy but on a local basis. 

3. Promptly take the necessary steps to place on the market annually the 
fall production of timber from the public lands and national forests. 

4. Revise timber appraisal practices’ so that the margin for profit and risk 
available to the operator is in line with general industrial experience. An 
equitable return on investment, after taxes, is necessary. 

5. Mark a greater percent of the stand of mature timber in the mixed conifer 
stands of the western national forests. 

6. In all areas where publicly owned stumpage is predominant and where 
there are dependent operators, larger and longer term sales should be made. 

7. Establish national forest timber management advisory boards of timber 
purchasers selected by the operators who purchase timber on each national 
forest. These advisory boards should function in the same manner as the grazing 
advisory hoards that now work with national forest officers. 

8. Rights-of-way: The Forest Service should accept short-term right-of-way 
easements over private lands or promptly condemn rights-of-way whenever 
necessary to prevent delay in harvesting timber on national forest areas in need 
of cutting. 

9. Access roads: Encourage building of access roads by timber purchasers. 
Use appropriated funds for the construction of those access roads which local 
forest officials and local advisory boards are agreed should be so financed. 
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10. Provide through appropriate legislation the procedures for establishing 
arbitration boards to settle controversial issues arising in connection with timber 
purchases from Federal lands. 

11. The Congress should appropriate the necessary additional funds to the 
Forest Service for (a) an expansion of its timber harvesting program, and (b) 
for the construction of timber access roads. 

Mr. D’Ewarr. Mr. Engle, have you some questions? 

Mr. Enerr. Mr. Thompson, you have long years of experience in 
the administration of Forest Service policy, have you not? 

Mr. Tuompson. Yes, sir. 

Mr. Enere. As a matter of fact, you are a retired regional director 
for the United States Forest Service? 

Mr. Tuompson. That is true. 

Mr. Enetr. And having held that position in San Francisco just 
immediately prior to your retirement ? 

Mr. Tuompson. That is true. 

Mr. Enere. Is it correct then to say that you have seen this picture 
from both the Government’s side and now as the secr etary-manager 
of the Western Lumber Manufacturers Association you have seen it 
also from the industry side? 

Mr. Tuompson. I have, and I should like to expand just a little 
bit on that point. 

Before I left the Forest Service my beliefs and opinions concerning 
these same matters which I have discussed here this morning were 
made very clear to the people for whom I worked in the Forest 
Service—the Chief of Forest Service. And I think the fact is well 
known that what I am advocating today are the same issues I ad- 
vocated when I was regional forester. There may be slight diffier- 
ences in degree, but I stood for exactly for the same prince ‘iples I am 
expounding here. 

Mr. Enete. I think that is very significant, Mr. Thompson, and 
puts you in a position to make an analysis of this problem which is 
probably unduplicated in the industry today. 

What I mean by that is that for some 35 years you worked with the 
Forest Service and you know their line of thinking, and something 
too of their problems—and they do have problems. But with that 
background you are here on beh: ulf of these operators urging more 
realistic consideration of the pricing of timber. I thought the com- 
mittee would be interested in that fact. 

Now our chairman, Mr. D’Ewart, of Montana, at one time worked 
for the Forest Service. I am not sure whether he was in the fieid 
of policy or appraised timber and that sort of thing, or was a forestry 
guard some place in his younger days. But in any case, it was quite 
some time ago. His experience is not as current as yours, Mr. Thomp- 
son. My recollection is your retirement was 3 years ago. Is that 
right ? 

Mr. THomrson. More than 3 years ago; a little more. 

Mr. Enatp. In other words, all duri ing the war years, you were still 
active in the Forest Service? 

Mr. Tuomprson. That is right. 

Mr. Eneiz. You make a point here on page 3 that I would like to 
mention particularly, and that is that occurs when some fellow who 
has private timber or mixed private and forest timber is in the field 
bidding against the fellow who is dependent wholly upon national 
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forest timber. Now is it your opinion that the fact the fellow has 
some private timber may affect his bidding when he is bidding for 
national forest timber ¢ 

Mr. Tuompson. It most certainly is, Mr. Engle. 

Mr. Enete. Just briefly, how does that work ¢ 

Mr. THompson. Very briefly, they do not pay a straight income tax. 
Their profits are the gains they make when they manufacture timber 
which they purchased many years ago at a very low price. 

Mr. Eneue. What it amounts to—is this the way it is¢ Do they 
revalue the timber, say, that they bought for $2 or $5 on the basis 
of current high Forest Service stumpage purchasers ¢ 

Mr. Tuomprson. That is the general idea; yes. 

Mr. Enewe. Let me take a specific example. Let us assume that a 
fellow had some timber that he had bought for $2 a thousand. When 
he turns in his income tax for harvesting that timber, he puts in his 
‘apitalization on that timber at current prices ! 

Mr. Tuompson. That is what I understand; at a “replacement” 
value. 

Mr. Enerr. And Forest Service sales may be as high as $ 
thousand; is that right? 

Mr. THompson. That is my understanding. 

Mr. Enate. This is very interesting. In other words, there is $28 
per thousand there that he writes off on his income tax at a capital 
gains rate of 25 percent; is that right? 

Mr. THompson. There would seldom be such a margin as $28, but 
there is a margin. 

Mr. Enete, I am taking an extreme case. 

Now in order to establish a base for that kind of operation, is it 
necessary that this particular lumber operator bid in a little chunk 
of Forest Service timber ? 

Mr. Tuompson. No, I do not believe it would be necessary. If 
timber is selling around in the same general area at a certain level of 
competitive bidding, I suppose he is permitted to raise his timber to 
the approximate average valuation of the sales in that area. 

Mr. Ener. But in any case, a couple of good healthy bids on his 
part, even though unsuccessful, may have a benign influence upon the 
fellow from the Internal Revenue Bureau who disputes the correctness 
of his valuation. Is that correct ? 

Mr. Tuompson. I do not know. I cannot speak for what the Bu- 
reau of Internal Revenue would do. 

Mr. Enerr. I am just trying to figure out how I would do 
this. [Laughter. | 

Mr. Tuompson. I did not know you owned timber. 

Mr. Enotr. I would like to have some stumpage that I could take 
capital gains on. 

Mr. Asprnau. If the gentleman will yield, I am all up in the air. 
I do not know whether this is a Forest Service ruling or whether it 
is an Internal Revenue ruling. 

Mr. Enote. It is Internal Revenue. 

What Mr. Thompson was getting at in his illustration, I think, is 
that sometimes there has been deliberate overbidding or shoving these 
Forest Service prices up because of the effect it had on the tax manage- 
ment of the stumpage which has been bought years before for much 
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less money. I de not know how general it is. I suppose it is not 
too general but there are some examples of it. In any case, you get 
a few of those and pretty soon your stumpage prices have gone through 
the ceiling. 

I have heard it discussed too, Mr. Thompson, and I know what the 
GAO report says about it. I have grave doubts if it is as general as 
they perhaps would like to make it appear. On the other hand, it 
is an item that tends to explain why these Forest Service prices con- 
tinue to be so confoundedly unrealistic on stumpage of timber. 

Mr. D’Ewarrt. If the gentleman will yield, I believe the reference 
is 117—-K in the Internal Revenue Code. 

Mr. Encte. I hope I have not confused the case more than I have 
clarified it. 

Mr. THompson. Could I make one more short statement ¢ 

I want to repeat a statement I made a while ago—that our members 
are not complaining that any timber companies enjoy unreasonable 
profit. Our members are maintaining that they are frequently un- 
der a disadvantage when it comes to bidding on Feder al timber. 

Mr. Ener. I understand that, but the problem is how to get at it 
and who is responsible for getting at it. Is it to be said that the 
Federal Government as the owner of 50 percent of the commercial 
timber of the Nation is obliged to take some special action to protect 
those fellows who have to bid for National Forest timber ¢ 

Mr. THompson. I can only refer back to the policy, which is a fair 
market price, and also to the statement of the Forest Service which I 
quoted from a member of the Forest Service as to the effect that they 
still consider “transaction” price, which is the high bid price out of as 
many sometimes as five bids; and the range in bidding may be as much 
as several dollars per thousand between the low bid and the high bid. 

Mr. Enate. In reading the Forest Service letter to you, it appears 
that Mr. Hendee—is he the one who wrote the letter ¢ 

Mr. Tuompson. I directed the letter to Mr. Hendee, yes, sir; the 
reply was not signed by him. 

Mr. Eneie. It would appear to me that he has his mind pretty well 
made upon this subject. Is that the conclusion you draw from it ¢ 

Mr. Tuompson. I have replied to Mr. Hendee with a letter which 
states, in effect, that I consider his statement a rejection of our request 
for higher profit ratios on the firs, and that I decry his dependence on 
transaction prices as the main guide to a “fair” market price. 

Mr. Eneie. There is just one thought I want to leave with you, Mr. 
Thompson, and that is this: It is going to be awfully difficult’ for this 
committee to legislate different prices. We are not in the field of ad- 
ministration. There are some things we can do about that, certain 
investigations, and we can get the Forest Service up here and talk to 
them about these things that are asserted in these statements, but when 
you try to put that in legislation, we are not going to be able to legis- 
late a price structure for the lumber industry. If we legislate it today, 
it would not fit tomorrow. We have to find a legislative device to break 
this log jam which will get the job done without putting the Congress 
in the business of administering the National Sea That is the 


question I would like to have the members of the delegation here 
devote a little of their thinking to before they get out of town. 

Mr. D’Ewarr. To the best of your knowledge, Mr. Thompson, is the 
same situation applicable to timber sales from the Indian Bureau ¢ 
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Mr. Tuompson. I have only seen a very few isolated instances where 
I believe the prices being : asked were unreason: ably high. However, I 
am not in close touch with the Interior Department’s sales, and there 
are relatively few of them in California. 

Mr. D’Ewart. They are largely in Oregon ? 

Mr. Tompson. Largely. Their biggest timber sales business is in 
Oregon, and I am not in close touch with that. 

Mr. D’Ewarr. Mr. Harrison, any questions ? 

Mr. Harrison. No. 

Mr. D’Ewart. Mr. Aspinall? 

Mr. Asprnatu. I have no questions. 

Mr. D’Ewarr. Mrs. Pfost? 

Mrs. Prost. No questions. 

Mr. D’Ewarr. Mr. Johnson, we are glad to have you here. Are 
there any questions you would like to ask ? 

Mr. Jounson. Thank you very much for your gracious invitation. 
I was invited yesterday but unfortunately I had a lot of trouble in my 
own committee and could not be over here. 

I might say that I got myself through high school and college by 
working for a lumber company, so I have an interest in the lumber 
business in that way. Perhaps if I had stayed in that I would have 
been a rich man instead of just being a lawyer and Congressman. 

I would like to ask you this one question: Is the price that the 
retailer gets the lumber for from the man that is the owner of the 
timber, who bought at a very cheap price, is that reflected in the 
retail prices? 

Mr. THomrson. The stumpage price, of course, that is the price 
of the tree where it stands in the woods and is always a factor in the 
final product price. 

Mr. Jonnson. The point I want you to tell me, if you know—Does 
the man that gets this cheap lumber that he has owned for years, and 
only takes off 25 percent of the increment that accrued during the 
years, give the advantage in part to the retailer who is going to 
market his timber to the consumers ? 

Mr. Tuompson. All I can say is I am not in the selling end, and 
I do not know. All people sell in competition on the open market, of 
course. 

Mr. Jounson. In other words, he maintains the high price that 
the other man that buys this costly stumpage has to charge. So the 
consumer does not get the benefit, it only goes to the lumber: company ? 

Mr. THompson. I could not answer that « categorically. I believe 
it is true, however, that the consumer does not necessarily get the full 
benefit of that difference. 

Mr. Jounson. Mr. Chairman, may I have the privilege of putting 
in a statement after I have examined this record ? 

Mr. D’Ewarrt. Yes. 

Mr. Jounson. I will appreciate it. 

Mr. D’Ewarr. Without objection, you may file a statement. Will 
we get it in the course of a week or so? 

Mr. Jonnson. Yes. 

Mr. D’Ewart. Thank you. 

Mr. THompson. I would like to introduce here a list of points on 
which immediate action is needed. This list was prepared by some 
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members of our association. It has not been reviewed by the asso- 
ciation as a whole, but they asked me to introduce it into the record. 

Mr. D’Ewarr. Without objection, they will be made a part of the 
record following your statement. Is that where you would like to 
have them ¢ 

Mr. THompson. Yes, sir. 

Mr. D’Ewarr. Does that complete your statement ? 

Mr. THompson. Yes. 

Mr. D’Ewarr. Thank you for being here, and we appreciate having 
you. 

Mr. THomrson. Thank you very much, gentlemen. 

Mr. D’Ewarr. The next witness is Mr. Helmer, of Polson, Mont. 
Mr. Helmer comes from the western part of our State. We have quite 
large forestry holdings largely in the national forests, but also some 
holdings in Indian reservations, especially around Polson. You may 


proceed, Mr. Helmer. 


STATEMENT OF A. L. HELMER, PRESIDENT OF THE POLSON LUMBER 
C0., POLSON, MONT. 


Mr. Heumer. Mr. Chairman and members of the committee, my 
name is A. L. Helmer, and I am president of the Polson Lumber Co., 
of Polson, Mont. What I have to say to you gentlemen will be con- 
fined to facts from my experience in western Montana in the lumber 
industry. 

As an industry person, I spent 14 months here in Washington in 
charge of the western softwoods section of the Forest Products Divi- 
sion of OPS. This agency was set up by act of Congress, and we 
were invited to come in and attempt to write realistic price-contro] 
regulations for our industry. 

During the trying period, and at a time when the end-product prices 
of timber products were frozen by law, we were unable to get coopera- 
tion from the Forest Service when they were requested to go along 
with a hold-the-line program on stumpage appraisals and reappraisals 
in Government timber. 

The Chief Counsel of the Forest Products Division of OPS here in 
Washington, Mr. Carl Diskin, was quite perturbed about this matter. 
He had some officials of the Forest Service and others attend at least 
two meetings at his office to explain the necessity for their getting 
in line with ‘industry to follow through on an essential program neces- 
sary to the war effort. Only a bare beginning was made on any action 
in this regard before the end of OPS came about. 

At that time one case in point was presented which concerned a 
large western Montana operator involving a contract for some 150 
million feet of timber, a part of which was Idaho white pine. This 
pine was reappraised and the price raised $18 per thousand over the 
original appraisal; and when Counsel Diskin questioned Lyle Watts, 
the Chief of the Forest Service, about it, Mr. Watts answered that it 
had been some time since any adjustment had been made on this tract, 
and because the company in question had been making money the 
Forest Service felt entitled to some of this profit, and here was a 
method of getting it. We pointed out that his job was to get a fair 
market price for - Government stumpage and leave profit matters to 
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competition and the internal revenue department. There has been 
little or no change in this kind of philosophy since that time. 

In the Western States the Government owns 60 percent of the pro- 
ductive land bearing forests and about 60 percent of the sawtimber, 
and yet during the war years private holdings produced approximately 
80 percent of the lumber, while only 20 percent came from the public 
domain. These delaying tactics are fast causing dissipation of private 
timber holdings and can only result in an inevitable public monopoly 
of the timber supply. 

The Forest Service claims that the operators themselves are respon- 
sible for high prevailing stumpage prices through extreme competitive 
bidding on timber sales. The facts are that, under extreme pressure 
to produce for the war effort, the industry people, dependent upon 
public timber for their supply, were forced to scramble for the small 
amounts put up for sale and gambled that through this methed of 
competitive bidding they could pay high prices and still, somehow, 
stay in business. 

It is also a matter of record that the Forest Service has been getting 
much more money per thousand feet of timber for sales administra- 
tion than do State, Indian Service, and Bureau of Land Management 
agencies. By that I mean that they are not getting more money from 
sales but getting more money in the budget for administration. 

It is also a matter of record that in no region in the West has the 
Forest Service put up for sale the timber available in its own esti- 
mated cutting cycle. The plea is always that Congress fails to provide 
them with enough money to administer additional sales or they would 
gladly put up the timber. 

Last year, the Congress appropriated above the regular Forest 
Service budget, the sum of $814 million for access roads in northern 
Idaho and Montana to permit the salvage of bark beetle infested 
spruce in those areas. This epidemic started in 1952 as a result of a 
blowdown that happened in 1949. Lumber industry people were much 
concerned with this problem which threatened some 6 billion feet of 
spruce timber. The industry people immediately joined forces with 
the Forest Service to get fast action because the entomologists told us 
that for each tree full of beetles in 1952, 2 others would be killed in 
1953, 4 others in 1954, 4 more in 1955, and so on. On this basis, for 
every infested tree harvested 8 or 10 green trees would be saved. 

These facts should have been a real incentive for fast action, but the 
same old business-as-usual procedure failed to get the program out of 
low gear until late in 1953, with the result that many millions of feet 
of timber have been forever lost because the original unrealistic ap- 
proach resulted in such high appraisals that industry simply could 
not afford to bid on the timber they were not only willing but anxious 
to help salvage. 

I still cannot understand why it was not good business for the Gov- 
ernment to forego immediate high prices for long-term gains in saving 
timber. 

TI am sure that no group in this country is more conscious of the 
necessity for good utilization and conservation methods than the 
timber products industries’ own people because a continuing supply 
for the future is the very lifeblood of a $10 billion industry—that 
figure includes all forest products nationally—but we do have billions 
of feet of mature and overripe timber on the public domain that could 
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and should be harvested in the best interests of this country and in 
the best interests of conservation itself, because this type of timber 
eventually becomes a liability as a breeding ground for bugs and 
disease and as a fire hazard. The Forest Service has become, through 
development and bureaucracy, a great, dominating agency whose con- 
tract is what we please to call a one-way street—practically all activity 
being “at the discretion of the officer in charge,” or “in the judgment 
of the Forest Service.” 

There is much to be said on the Federal Forest Service road pro- 
gram as it relates to operating costs and appraisals and reappraisals 
in the harvest of a timber crop. In the interest of time I should like 
to submit for the record, but not read, a report that has come into my 
possession, which has recently been released by a Western Pine Asso- 
ciation committee which made a special study of this important 
problem. 

Mr. D’Ewart, that is attached here. If it is in order, I would like 
to include it. 

Mr. D’Ewarrt. It is part of your statement ? 

Mr. Hever. It is attached, yes. 

Mr. D’Ewart. Is there any objection to making this part of the 
record ? 

If not, it will immediately follow your statement, Mr. Helmer. 
Suffice to say, that 1 example was quoted of an access road specified 
in a sale on a small block of some 700,000 feet of timber where the 
specifications were for a first-class, No. 1 road, with culvert and 
drainage facilities, all to be taken up and the road abandoned after 
this tract was logged. This created such a fantastic situation from 
a cost standpoint as to be beyond understanding. 

[ should like, in conclusion, to commend the dozens or hundreds 
of fine men in the field who have made a lifework of forestry and 
forest management. It is my observation that corrective measures 
are necessary here at the top on the policymaking level. I should, 
therefore, like to recommend as one step in the right direction that 
this big, cumbersome machine be decentralized and more authority 
placed in the forestry districts in the West where cost-gathering data 
could be gathered on a local basis and stumpage v values placed in 
their proper relation to the area in which any local sale or problem 
exists, and stop trying to write a national ticket on a general basis. 

There is a crying need in this country for more consideration of 
the interests of the people who risk the investments and employ the 
hundreds of thousands of men and women whose substantial con- 
tributions to our economy play a very large part in keeping America 
great and sound. 

I should like to thank you gentlemen for the privilege of presenting 
our views on this subject. 

(The Western Pine Association recommendations submitted by 


Mr. Helmer follow :) 


WESTERN PINE ASSOCIATION RECOMMENDATIONS FOR TIMBER-HAULING Roaps 


The timber-haul road is an economic tool of production. Each road is differ- 
ent in aspect and is surrounded by its own peculiar conditions and requirements. 
In the construction of a.log-haul road these.conditions and the demands to be 
made of the road must be carefully considered in order to secure the economic 
solution of the problem. The principal factors that determine the functions 
and character of the road are the physical conditions that prevail, the service 
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the road is to render, and the type of equipment to be used in getting the 
timber out. 

In the interest of better mutual understanding, in a spirit of cooperation, 
in in an effort to create economies, Western Pine Association presents the follow- 
ing discussion and recommendations concerning roads that are involved in the 
hauling of timber from public-forest lands. 

These recommendations are based on a review and examination of the log- 
hauling operations as related to roads and United States Forest Service timber- 
contract specifications throughout the Western Pine Association operating States 
The investigation established the need for a clear-cut understanding between 
Forest Service 2nd industry of log-haul road construction requirements and 
problems. Deviation from these reasonable recommendations are documented 
in numerous examples and are.kept in the association files. 

The roads to be discussed in this presentation can be classified into three 
efroups: 

(a) Logging spurs and other temporary feeder roads. 

(b) Secondary or feeder roads that serve principally to get the logs from 
their source in some smaller area to the main roads. They are located inside 
the boundaries of the sale area. Their use is intermittent. The interval between 
major hauling operations is often many years. 

(c) Primary or major highways which are the main-line roads serving larger 
areas and into which the secondary roads feed. They form an integrated system 
with other roads, carrying larger volumes of timber, are usually used continu- 
ously, and lead to the destination—the sawmill or public highway. Among 
these roads are included the so-called timber-access roads under the jurisdiction 
ot the United States Forest Service, built from funds appropriated by Congress, 
and under provision of the law, built by the Bureau of Public Roads 


LOGGING SPURS, CLASS (A 


The following recommendation is made concerning the class (a) logging spur 
roads: 

Logging spur and other temporary roads may be constructed by the purchase1 
or logger to such standards as he finds adequate. 


SECONDARY ROADS, CLASS (B) 


The secondary roads, class (b) are usually built by the logger or at his ex- 
pense. On private property for harvesting privately owned timber, the logger 
builds the cheapest adequate feeder road to haul his logs from their loading point. 
When public forest timber is offered by the Forest Service, usually the cost of 
road construction is included in the timber price. The successful bidder is re 
quired to build the roads on the location and to the standards set up by the 
Forest Service. 

It is here that the industry is in disagreement. In too many instances the 
Standards set for the secondary roads are abeve and sometimes far above the 
requirements. Standards of alinement, grade, width—the geometric features of 
the road— are too often not realistically applied. They disregard the capabili 
ties of present-day efficient loading and hauling equipment. They do not take 
into consideration the volume of timber to be hauled, nor the periods of use of 
the road. 

Industry suggests that on these secondary roads the standards required by 
the Forest Service do not sufficiently consider as (1) conditions that prevail, 
(2) the volume of hauling to be done, or (3) the efficiency of the equipment 
doing the hauling. 

Standards of alinement and grade of these secondary roads are maintained 
too high. This increases the yardage to be moved. Sharper curves can hold the 
line closer to the contour With reduced yardage. A break in a grade line, using 
shert sections of steeper grade, will take the road location out of an expensive 
rock cut. A structure built of durable wood or treated timber will often serve 
the purpose satisfactorily and last for the period of use of the road at consid- 
erably less cost than the more expensive reinforced concrete culvert or bridge. 
The physical and climatic conditions are often disregarded. There is insufficient 
study of drainage requirements. A general requirement of placing drainage 
structures at uniform intervals is enforced in dry country where the general 
rainfall is low enough to make that requirement quite unrealistic. 
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After the first cutting has been hauled over the secondary road, there usually 
will be an interval of a number of years before that area is again ready for 
logging. ‘This intermittent hauling can be done over minimum standard roads 
built at reduced costs. The higher standards usually required are too costly and 
a waste of money. 

ven if the area is to be opened again after a few years, the minimum of road 
expense is justified. A road in the interval of lying idle will deteriorate to 
such an extent that, depending on the time and severity of the weather, it may 
be necessary to duplicate the original cost to replace or reconstruct it. This is 
just as true of a high-standard road as of a cheaper one. Only maintenance 
can prevent road depreciation. Such maintenance is just as costly for a higher 
standard as for a lower standard. If the interval in years is long enough to 
bring about large depreciation, the maintenance cost over those years could 
easily equal the reconstruction cost or even exceed it Only continuous or fre- 
quent use of the road would justify such maintenance. The volume of traffic, 
therefore, is an important factor in the determination of standards. 

Present day log-hauling trucks are probably some of the most powerful trucks 
in use. They are developed and used for this one purpose alone. They are 
built and equipped for safe operation. They can haul readily over shorter 
pitches of heavy, steep grades; they negotiate easily quite sharp curvature. The 
number of vehicles operating over such roads is not too great and their trips 
can be coordinated so that single-lane roads with turnouts are adequate. 

Industry feels that a review of present practice of the Forest Service with 
regard to secondary road construction should be made. It believes that a real- 
istic approach to the problem is necessary. The item of major importance to be 
considered is the volume and character of traffic the road will carry; second, 
the physical and climatic conditions of the area; and third, the character of 
equipment to be used. 

The following recommendations are presented relative to secondary class (b) 
roads: 

Abandonment of the practice of applying a uniform standard of construction 
for secondary roads regardless of conditions presented. Standards and specifica- 
tions should be based on the physical conditions and the service demands to be 
made on the road. This means that frequently relaxation of onerous and ex- 
pensive requirements can be made. It means, also, that the range of limitations 
can be spread advantageously without impairing the serviceability of the road. 


PRIMARY ROADS CLASS (C) 


The industry has no quarrel with the standards for the primary or main- 
line roads as set up by the Forest Service. In fact, usually greater width than 
required is built. They do object, however, to the inadequate and often ineffi- 
cient engineering provided by the Forest Service. This objection applies to both 
road construction under contract let by the Forest Service and as part of the 
timber sale contract. 

First: The plans are inadequate. They show insufficient information to 
properly estimate the cost of the work, to lay out the work and to actually 
construct the road. No quantities are shown; no cross-sections are provided ; 
no culvert lengths are indicated (except perhaps in the general sales prospectus 
where the total lineal feet of each size of culvert pipe is stated) ; land ties to 
located centerline are usually lacking. 

Second: The engineering furnished by the Forest Service in the field for 
the actual construction of the road is, in many instances, indadequate. The 
forest officer, according to specifications, will furnish the purchaser with all 
necessary information pertaining to lines and grades and the purchaser, assisted 
by the forest officer in charge, will set construction stakes. These methods have 
resulted in errors in staking out the road that have been costly to the contractor. 
There are instances where rock cuts have had to be restaked 2 or 3 times, 
Work has not been laid out in time to avoid delay to the contractor. In some 
instances, the staking and laying out of work have been entirely abandoned to 
the contractor. After rough grading, finish centerline, and grade are not staked. 

The lack of proper plans or engineering direction of the work are covered by 
the general provision that the work shall be satisfactory to or as directed by 
the forester officer in charge. These conditions do not make for mutual under- 
standing or cooperation. 

Industry submits the following recommendations applying to primary or main- 
line roads: 
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1. Forest Service should provide more complete and efficient engineering. 
Plans should be more complete; show adequate information so that together 
with the specifications a more exact picture of the work to be done is provided. 
The mark should be laid out in advance of construction to avoid delay to the 
contractor. 

2. A review on the ground, before bidding date, by the prospective bidders 
accompanied by the Forest Service engineering representative. The road loca- 
tion to be marked on the ground. The Forest Service representative to explain 
the specifications and requirements and discuss the various phases of the pro- 
posed road construction. 

3. Timber sales should be offered far enough in advance of timber needs to 
allow time for building the roads well, allow fills to settle, ete. 

The following proposal is submitted for consideration : 

If either primary or secondary road is being built for other ultimate use, 
such as other forest development or recreation, and it is, therefore, desirable 
to hold up the road standards, then the industry feels that other sources of 
funds should be found for such road development and that industry should 
bear only the cost of building to standards sufficient to get out the timber with 
present-day equipment, and to maintain the road only for that purpose. 


TIMBER ACCESS ROADS 


Relative to the timber access roads, which are classified under primary, the 
industry simply wants to point out certain matters for your consideration that 
would be very helpful to industry and react beneficially to the Government. 

A number of timber access roads have been built into timber territory. They 
are mostly under Forest Service jurisdiction, built by the Bureau of Public 
Roads and maintained by them with funds supplied by the Forest Service and 
usually collected from the timber purchaser using the road. They are well 
designed and constructed highways and will probably ultimately become a part 
of the public-highway system. 

On these access roads, under the jurisdiction of the Forest Service, in many 
instances the legal limitations and motor vehicle regulations of the State are 
enforced by the Forest Service. Most of these roads are not a part of the 
public-road systems of the State—State, county, or city roads—and the State 
cannot, therefore, enforce its laws by its officers. It is, therefore, only a matter 
of policy of the Forest Service to apply the State motor vehicle restrictions 
on aceess roads. 

There is submitted for your consideration in connnection with such access 
roads into Federal forests: 

(1) That these roads be built with stronger, or heavier, base, and surface 
than the generally accepted standard. 

(2) That bridges and larger structures be built to higher loading standards; 
100,000 pounds minimum loading. 

(3) That log haulers be permitted to increase their gross load over statute 
limitations. 

(4) That the permittee pay the additional maintenance costs, if any, occasioned 
by such excess loads. 

Mr. D’Ewart. Does your company purchase from the Indian Bn- 
reau ? 

Mr. Hevmer. Considerably; yes. 

Mr. D’Ewarr. Do you have ‘the same difficulties with them ? 

Mr. Hetmer. We do. In other words, the pattern is pretty much 
set. But we get a different answer from the Indian Service, in that 
they say they are handling a trust property and that they can and are 
being sued if they do not suit the Indians. And they are in a con- 
troversy among themselves all the time. We do not get the same 
answer to the problem i in that Department. 

Mr. D’Ewart. Do you buy from the State of Montana school lands? 

Mr. Heimer. Yes. 

Mr. D’Ewarrt. Do you have difficulty with that purchase, too? 

Mr. Heimer. The State of Mont: ina, I would say, patterns pretty 
well after the standards set by the major agency. 
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Mr. D’Ewarr. In other words, it is your opinion that the Forest 
Service practices are followed by all selling agencies of timber, 
whether it is State or National / 

Mr. Heimer. Pretty much. And that goes on over into the railway 
companies out there that have considerable holdings. 

Mr. D’Ewarr. It is applicable on the railroad lands, too ¢ 

Mr. Hevmer. The Northern Pacific have extensive holdings in our 
area and they pretty much pattern after the Forest Service practices. 

Mr. D’Ewarr. Do these land ownership agencies cooperate under 
the law with each other in marketing their timber? Let me put it 
this way: In the management of timber there is a cooperative manage- 
ment act, as you know. 

Mr. Hever. Yes. 

Mr. D’Ewarr. Are the Forest Service, the railroad, and State lands 
largely managed under that cooperative basis? 

Mr. Hevmer. The Forest Service and State, and I think the rail- 
road company conforms pretty well and the other Government agen- 
cies do. 

Mr. D’Ewarr. The Indian lands do not ? 

Mr. Heimer. You mean on sustained yield operating and that sort 
of thing? Yes; they do. 

Mr. D’Ewart. They follow the cooperative agreement for manage- 
ment also? 

Mr. Hev_mer. Yes. 

Mr. D’Ewarr. Is removal of this beetle-infested timber going for- 
ward now ¢ 

Mr. Heimer. This year it looks very much better from that stand- 
point. Of course, there is more infestation. It multiplies, you see. 
Last year the industry, because of limitations on capacity to handle 
it, did not take out what it was estimated they should have taken out. 
The figure was set at some 400 million, and I think we missed it by 
probably 150 million, or nearly that. This year they tell us they want 
us to take out 800 million feet. 

Mr. D’Ewarr. Has the windblown timber been largely harvested ¢ 

Mr. He_mMer. Where it could be gotten at. Of course, it was a breed- 
ing ground to begin with. Of course, it is everywhere, and it is not 
the problem it was because the breeding ground multiplies and the 
blowdown is incidental now. 

The beetle attacks the poor live tree. That blowdown took place 
under heavy snow. The tree was not entirely dead and it became a 
breeding ground to begin the epidemic, you see. 

Mr. D’Ewarr. Has the access-road program gone along fairly well 
since the appropriations were made by Congress last year for Mon- 
tana and Idaho! 

Mr. Hevmer. Yes, I would say it has. 

Mr. D’Ewarr. That road program is really going forward and con- 
tributing to the removal of this timber very materially ¢ 

Mr. Hetmer. Once this program has gotten underway or gets un- 
derway, I think you will see results from it. 

Mr. D’Ewarrt. Is it underway ¢ 

Mr. Heimer. It is underway now. I say it was slow getting started, 
and I think we did lose a good many millions. : 

Mr. D’Ewarr. In figuring stumpage values are the investments of 
the Government in access roads considered? In other words, if the 
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(rovernment builds these access roads, does it add to the value of the 
stumpage and therefore the Government gets its money back? 

Mr. Hevmer. That was the original intent of this thing—to take a 
minimum price and add all the things that we call fringe items to that 
minimum stumpage price, and in that is amortization of roads. But 
in this salvage program, if it is to be done economically, some of that 
will have to stand aside for it runs the cost beyond the ability of the 
industry to cope with it. 

Mr. D’Ewarr. Mr. Engle, do you have any questions? 

Mr. Eneie. You have one very significant illustration here, Mr. 
Helmer, and that is the one which appears on page 2, in which you 
refer to a philosophy that has dominated the Forest Service, where 
Mr. Watts said that this company was making a lot of money and 
this was just one way for the Government to get its hand in the till. 
I do not believe vou were quite as blunt about it, but that is what it 
boils down to. 

As you say here at the end of your first paragraph on page 2, there 
has been little or no change in this kind of philosophy since that time. 
Now do I understand you to mean that the Forest Service has the 
philosophy that they are going to get theirs, and further than that, 
they are going to exercise their monopolistic position to actually con- 
trol profits / 

That is what you mean ? 

Mr. Heimer. That is my impression from many meetings with 
them, and I know that Mr. Watts—I cannot quote his letter but I be- 
lieve there is one of record when he finally retired—said that he was 
very happy now after his years in the Forest Service that he was leav- 
ing a solid team, something to that effect, with the right philosophy. 
I have yet to see any change in it. 

I speak here from a bona fide sample that I know about where I was 
there and listened to them, and there are other cases that no doubt 
could be cited. 

(Discussion off the record.) 

Mr. Enete. I am satisfied that you are correct about it—that there 
has not been any change in basic philosophy , and the philosophy in my 
opinion is wrong. Further than that, it is a philosophy in which this 
committee has never concurred at any time. 

The chairman will recall—and I believe he presided over hearings 
we had on parks and concessions—that we had a terrific argument 
with the Interior Department as to whether or not they were entitled 
to, in effect, regulate profits of concessionaires in national parks. It 
was our contention that if the concessionaire sold his merchandise for 
a fair price and the people enjoying the services got good service for a 
fair price, it was not any of the Government’s business whether a 
man made 10 percent or 20 percent. As a matter of fact, any other 
philosophy would penalize the man who was efficient. 

I take the same attitude with reference to this business of selling the 
products of the national forests. In my opinion, the Government is 
entitled to get a fair price. When the Government gets a fair price, 
it is none of the Government’s business whether a lumber owner makes 
20 percent or 15 percent. 

Mr. Hecmer. Yes. 
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Mr. Enoix. Whenever they start sticking their noses into that 
field, the fellow who has worked like a dog and spent 18 hours run- 
ning his plant and runs it efficiently, he gets whacked because he has 
been effic ient, whereas some fellow who is creeping around spending 
his time at the local bar and spending his money and not running his 
plant, he goes back and asks the Forest Service to subsidize him by 
cutting stumpage and because he is going broke. That kind of pr inci- 
ple will neve work. The only way to manage it is to get a fair price 
for timber and then let the boys take care of themselves. 

Mr. Hevmer. That is right. 

Mr. Ener. As I understand, that is the kind of philosophy you 
are for? 

Mr. Hevmer. That is right. If we make money through our own 
efficiency, I think the Internal Revenue Bureau will take pretty good 
care of } 


Mr. D’Ew arT. Mr. Aspinall ? 


Mr. Asprnauu. I have one question. I do not know that it has to 
do with this. As I understand, the Forest Service is trying to control 


the beetle infestation in the area by cutting procedures only / 

Mr. Heimer. You see the beetle infestation requires harvest if 
is going to be stopped. 

Mr. Asprnauy. | understand that, but my question is to be answered 


the other way. Is there any spray program / 
Mr. Heimer. No, because the beetle bores through the bark. works 
into the cambium lawer in the tree and girdles it and kills it. There 


is no way to get at it. It costs thousands. It is just beyond any 
chance to spray. 

Mr. AsprnaLy. That interests me very much because we had a spray 
campaign in Colorado forests for the spruce bark beetle, which acts 
the same ¥ ay, and we stopped the infestation. 

Mr. Hetmer. Did you not lose some 5 million feet of spruce down 
in that area? 

Mr. AsrinaLt. We lost some too as far as that is concerned. 

Mr. Heimer. We are trying to keep from losing that, trying to 
avoid extreme losses, by getting in quicker and harvesting the ones 
hit by the bettles and get out with it before it dies. 

Mr. Asprnacy. I understand that, but I do not understand why you 
do not have both programs carried on at the same time. 

Mr. Heimer. Because, as far as I know, it has been determined that 
the spray procedure is so expensive that it is beyond us. 

Mr. Asprnati. That puts us people in Colorado in a rather em- 
barrassing’ position. 

Mr. Hetmer. I do not think so, Maybe we learned something from 
your experience. [Laughter. ] 

Mr. Asprnauu. I quit. 

. Mr. Eneve. It is the purpose of Mr. Helmer’s illustration to show 
that the Forest Service is so hungry for an additional penny they 
wanted to sweat out of the bug-eaten trees, that they permitted the 
bugs to harvest that very fine timber instead of the lumber operators. 

Mr. Hetmer. They were too slow to get in. In my opinion, an emer- 
gency requires emergency measures, a! nd a salvs age operation means sal- 
vage. And if you Just go on as usual in selling y your products in an 
emergency you just do not get anywhere. It took a long time to get 
that through, vou see. 
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Mr. Encote. The “insect logging company” logs more timber in the 
United States than all the commercial operators put together / 

Mr. Heimer. That is correct. 

Mr. D’Ewart. Mrs. Pfost ? 

Mrs. Prost. Do you know how effective the cold weather was in 
killing the spruce bark beetle this last winter ? 

Mr. Heimer. No; it istooearly. But they are making those surveys 
now. We did not havea very severe winter. We had what I call about 
a normal winter. 

Mrs. Prosr. It was 40 below part of the time though. 

Mr. Heimer. Yes, and it may be very effective. We will not know 
until the new flight comes out after the sun shines. It will probably 
be June before they know the benefit, if there is any. 

Mrs. Prost. Thank you. 

Mr. D’Ewarr. Mr. Johnson ? 

Mr. Jonnson. I understood you to say that in your opinion the 
Forest Service neglec ‘ted to cut down a great Many trees that sheuld 
have been cut down to maintain the health of the rest of the forest. Is 
that correct ? 

Mr. Heimer. Are you speaking now in general terms or in infested 
areas / 

Mr. Jounson. No: I am talking about the fact that there is a lot 
of timber that was permitted to become overripe. I am not talking 
about the bugs. 

Mr. Hevmer. I think we all recognize that timber is a crop, and 
when it is matured and ready it should be harvested, and if it is not 
harvested, it becomes overripe. 

Mr. Jounson. That is exactly what happens. It should not be 
allowed to become overripe. 

Mr. Hetmer. This cutting cycle I referred to is the same thing you 
gentlemen have been discussing here now for 2 days—the allowable 
cut. And the allowable cut in the national forests is not being reached 
by any means. 

Mr. Jounson. Is it your opinion that they should cut more? 

Mr. Hetmer. Yes. 

Mr. Jounson. So as to keep the forests healthy and take trees out 
when they are ripe? 

Mr. Heimer. That is what I Say, and in the interest of conservation 
itself, if those things were done, we would have a better forest and 
have the money in the Treasury, and the industry people would be 
better off because this excessive competitive scrambling for timber 
would not be there. 

Mr. Jounson. Your point is that they have not cut enough; is 
that it? 

Mr. Hetoer. That is right. 

Mr. Jounson. So that is a dead loss. How many millions or bil- 
lions of feet were lost that way ! 

Mr. Heimer. I would be guessing, and I would not venture to guess. 
It is terrific. I could get that information if you would like to have 
it, as well as I could. 

Mr. Jounson. You think if we are going to practice real conserva- 
tion and get the most out of the timber crops, they ought to be cut 
when they are ripe and should not wait until later ? 
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Mr. Hevmer. That is right. And that would also benefit other 
agencies who are concerned about the so-called driving of the lumber 
industry out of forest products. It would really improve the stand 
for recreation and game and other purposes. 

Mr. Jounson. Is that what the *y did in Germany? I have been in 
Germany and flown over the areas, and you can see ‘the trees at various 
stages of growth from the air, and you can tell by the color of the 
trees that some are young and some are old. Did they practice in a 
better way than we have that process of cutting old timber and re- 
placing it with new young growth / 

Mr. Heumer. I think so. They have been at it a longer time to try 
to conserve what trees they have. We have here a perpetual supply 
if we take care of it. 

Mr. Jonnson. That is all. 

Mr. D’Ewarr. Thank you very much, Mr. Helmer. We are glad to 
have you here and appreciate having your statement. 

Mr. Hevmer. Thank you. 

Mr. D’Ewart. The next witness is Mr. Stowell of the Meadow Val- 
ley Lumber Co., of Quincy, Calif. 


STATEMENT OF M. D. STOWELL, ASSISTANT MANAGER, MEADOW 
VALLEY LUMBER CO., QUINCY, PLUMAS COUNTY, CALIF. 


Mr. Srowexii. Mr. Chairman and members of the committee, my 
name is M. D. Stowell. I am assistant manager of the Meadow 
Valley Lumber Co., of Quincy, Plumas County, Calif. Iam a trained 
technical forester with some 20 years of experience in Government 
forestry work and in the lumbering industry. I am also a member 
of the California forest practices committee of the Western Pine Asso- 
ciation and am currently serving as a director of Western Lumber 
Manufacturers, Inc. 

Our company has its own logging operations, sawmill, dry kilns, 
drying yards, planing mill, and box fac tory for complete processing 
of lumber. We cut and process annually about 20 million abet feet 
of lumber, involving the 5 commercial species of timber in our area; 
namely, ponderosa pine, sugar pine, white fir, Douglas-fir, and incense- 
cedar. We employ some 250 people to whom we pay approximately 
$1,500,000 in annual payrolls. Our investment in plant equipment 
and facilities exceeds $2 million in value. 

We and our predecessors, the Spanish Peak Lumber Co., have 
operated in the vicinity of Quincy since 1916. We have been and are 
almost entirely dependent upon national forest timber for jour log 
supply and purchase approximately 20 million board feet of timber 
from the Forest Service annually. We occasionally purchase small 
tracts and volumes of private timber as they become available, but in 
considering our whole cut the volume is seatlathin We own no 
timberlands except for small areas on which our plants are located. 

It is our opinion that the Forest Service is heavily dependent upon 
operations similar to ours to harvest the timber from Government 
lands. Without such operations as ours, they would be unable to sell 
the total allowable annual cut from many of their working circles. 
If the Forest Service were dealing exclusively with oper ators who 
owned a good supply of private timber, they could only sell Govern- 
ment timber when stumpage prices were reasonable in the eyes of the 
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operator, This would tend to keep stumpage prices down. Opera- 
tions such as ours must purchase Government stumpage or not stay in 
business. The Forest Service realizes this fact only too well and 
takes undue advantage of it when they should be recognizing that we 
are essential to the best interests of the public and not try to force 
us out of business with their pricing policies. 

We furnish capital for investment in plants and equipment so that 
this public timber can be harvested in an orderly manner. We furnish 
a considerable payroll to help stabilize local communities and furnish 
a business which gives a tax base to the local, State, and Federal Gov- 
ernment. We do this in hopes of making a profit. 

To make any profit at all we must be extremely efficient in ail our 
operations. Because of inequities that occur in operating on public 
timber, the chances for making a profit are almost nonexistent under 
present Forest Service policies. 

I should like to point out some of these inequities. The Forest 
Service is charged with determining a fair market value for the timber 
it administers. Their methods of determining this value are con- 
trolled by Department policy. In appraising the timber they arrive at 
an average selling price for the lumber that can be produc ed from 
logs they ‘sell ; they determine a cost of removing and processing these 
logs and the difference between these two figures is termed “conversion 
return.” This “conversion return” is split to take care of a margin 
for profit and risk for the operator and a stumpage price for the 
Government. 

The first inequity in my opinion is in the determination of selling 
price. The Forest Service obtains their selling prices from the records 
of some 20 companies in California. A high proportion of these com- 
panies are operating almost exclusively on private stumpage. To 
determine a selling price for the pine species they take the records of 
sales for the previous year by lumber grades and apply these figures 
to an expected grade which they hope to recover from the logs of trees 
of a proposed sale. On a normal proposed sale they take a sample 
which seldom exceeds 5 percent of the “fen of the sale. There is a 
considerable chance for error here since their sample could cover only 
the highest value timber. This would show a very high quality grade 
recovery and make for a high selling price, and usually does. 

For the fir species, they take only an average selling price of all 
grades as the selling price for the log. They use the selling price de- 
termined for white fir as the selling price for incense.¢edar. 

The grades of lumber recovered from timber varies widely by ares 
Grade recovery, particularly in the higher quality grades, can vary 
as much as 20 percent. If an operator is cutting on an area with a 
high percentage of fir and that timber has a low percentage of the 
better grades, his chances of making a reasonable profit are practically 
nonexistent, yet his stumpage prices are determined on the same aver- 
age selling price as the operator who is cutting in an area with a 
very muce h higher grade recovery and selling price. 

On a falling market such as we are faced with tod: ay, and have been 
for the past 18 months, the use of the previous year’s selling prices 
is another inequity. The indicators used in making stumpage price 
adjustments could not possibly reflect present and future market con- 
ditions and yet the lumberman who must figure on selling his product 
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6 months hence is paying for stumpage based on last year’s selling 
prices of lumber. ; 

Another inequity is in determination of costs. The Forest Service 
gets its cost data in the same manner as it gets its selling prices. 
These costs reflect a large amount of logging of private stumpage. 
They not only use costs that reflect this private stumpage but they 
also arbitrarily throw out cost items which the Bureau of Internal 
Revenue considers as justified items of cost. The Forest Service does 
not allow any of the costs of operating a logging camp and main- 
taining a boarding house; they do not consider interest paid on ware- 
housing expenses incurred to maintain operating capital as an allow- 
able expense; nor do they allow State franc hise tax as an expense. 
‘These expenses are incurred and amount to about $1 per thousand 
board-feet on our cost statements, yet they are thrown out of their 
analysis of costs. Contractual obligations imposed on the operator 
by the Forest Service make it cost considerably more to log Govern- 
ment timber than it does to log private timber. More is required in 
the way of slash disposal, sanitation tree disposal, erosion control 
work, road drainage, road location, fire prevention patrol and fire 
suppression work than is required of an operator who cuts private 
stumpage. Because operators on Government land are allowed to 
cut only the very oldest overmature trees, in which decay, rot, and 
defect are far more prevalent than they would be in harvesting all 
the mature timber, we normally experience some 25 percent in cull in 
the trees marked for cutting. With this amount of cull, falling and 
bucking costs increase at least 25 percent, skidding and loading costs 
increase a minimum of 10 percent and hauling costs increase at least 
10 percent. These factors are quite evident to anyone familiar with 
woods operations and yet as late as March 3, 1954, Mr. Clair 9 
regional forester of the California region, in a letter to Mr. P. / 
Thompson of Western Lumber Manufacturers, Inc., stated : 

On the basis of long experience in analysis of costs and selling values, we have 
been unable to find any basis for the general opinion among operators that the 
operation of national forest timber is more expensive than the operating of 
private timber. 

We believe that the evidence is there but they refuse to recognize it. 

The greatest inequity, in my opinion, is the method used in de- 
termining a margin for profit and risk for the operator. The lumber 
business, particularly the manufacturing part of it, is a very high 
risk industry. {tis the general opinion of economists and businessmen 
that a high risk business is entitled to a considerably greater margin 
for profit and risk than is a low risk investment in good bonds. The 
Forest Service sells all timber on a competitive bid basis. They av- 
erage the profit margins computed from these competitive bids to de- 
termine the margins for future sales. They say that the stumpage 
prices so determined are compared with other sales of similar timber. 
Such a comparison means nothing. Almost all recent private timber 


transactions have been based on the prices as determined.by the 
Forest Service for stumpage in the particular area. Any comparison 
made would be based on an arbitrary selection of profit margin by 
some Forest Service appraiser. Most competitive bids involve one 
or more companies who have a considerable volume of cheap private 
stumpage. These companies are often willing to bid in a sale well 
above a price on which they could make a profit. Yet these bid prices 
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are used as an indicator to determine what the margins for profit and 
risk should be on sales of Government timber. 

Let me give you a few figures from our operation. We were buying 
Government stumpage in ‘1945 for an average of $2.55 per thousand 
board-feet. By 1951 average Government stumpage had jumped to 
an average of $21. 87 per thousand board-feet. This is an increase 
of 757 percent over the 1945 base. Average selling prices in 1945 
for lumber was $38.24 per thousand board-feet and in 1951 it was 
$108.90, an increase of only 185 percent, which is pretty much in line 
with other commodities during that period. Labor during this pe- 
riod had increased 94 percent and operating costs, exclusive of stump- 
age, had increased 103 percent. We can find no raw material used by 
manufacturers that increased to such a great extent as did Government 
stumpage. This all occurred on a rising market. 

Look what has happened since 1951. Government stumpage 
dropped from $21.87 to $20.86 per thousand board-feet, a decrease 
of less than 5 percent. Average selling prices decreased from $108.90 
to $86.31, a decrease of 20 percent. During this period labor costs 
oe approximately 414 percent and operating costs increased 

1 percent. Yet the Forest Service states that they believe they have 
gone too far already in reducing stumpage prices. 

The net result of these inequities is that the Forest Service has 
minimum appraised stumpage prices so high that it is very doubtful 
if many operators dependent on harvesting public timber can sur- 
vive in the face of present falling market values. 

Yet, as late as 1952 an investigation by the Office of Investigations, 
General Accounting Office, stated in relation to appraised prices, “It 
appears rather a device to insure that the operator will receive a rea- 
sonable profit for purchasing Federal timber.” This statement could 
not possibly be correct in our region. Repeated attempts with the 
Forest Service in relation to profit margin increases elicit the reply 
that they do not guarantee a profit. Their actions speak louder than 
words. It is our opinion that the Forest Service uses every device that 
they can think of to reduce profits to a point where an operator cannot 
exist. 

We are not asking for subsidies nor do we want them. We do not 
believe that public timber should be given away. We do believe that 
the Forest Service should be realistic in its establishment of a fair 
market value for the timber they administer. We believe that they 
should use costs reflecting the additional e xpense of operating on Gov- 
ernment land, that they should use selling prices more nearly reflect- 
ing the selling prices of lumber obtained from sales of Government 
time and that they should allow for a margin of profit and risk a mini 
mum of 20 to 25 percent of the selling price of lumber for all species. 
We believe wey should disregard any bidding on stumpage which 
tends to increase stumpage prices. If bidding takes place, the people 
will profit by such bid ling, but industry itself and not the Forest 
Service will determine who survives. Competition in industry should 
always be the deciding factor rather than profit controls by Govern- 
ment agencies. 

I would also like to comment on marking practices followed by the 
Forest Service. At present they are marking timber to be removed on 
what they call a “high risk” basis. In reality, it is a salvage cut which 
removes from 25 to 35 percent of the volume on a sale area. Many old 
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overmature trees are left in the woods which should be cut at the time 
of logging so that new growth can be added to the remaining timber 
stand. On almost every cutover area that has been marked on a high- 
risk basis, the losses still exceed the growth. It is possible to go over 
these areas, many of which have only been cut over 3 or 4 years ago, 
and see fine overmature trees dead or dying. Very few of these trees 

can be salvaged once logging has been comple ted. They could have 
been taken as green trees during logging. This volume is lost to both 
the Government and the operator when they are left in the woods to 
die. 

Most competent private company foresters want to see all the over- 
mature timber removed from lands they manage so as to accelerate 
the growth of the remaining trees and produce more volume of timber 
for future cuttings. 

We believe that the Forest Service marking practice should be 
modified to take all overmature trees when the area is logged. Such 
a practice would only remove about 50 percent of the volume on an 
area and would not materially increase the time in which the area 
could be recut. 

I have tried to point out some of the inequities in and points of dis- 
agreement with Forest Service policy. We in industry believe that 
something must be done at an early date to give some relief, in pricing 
particularly, or there will be disastrous effects result. 

Mr. D’Ewarrt. I have 1 or 2 questions. 

You say, “In reality, it is a salvage cut which removes from 25 
to 35 percent of the volume on a sale area.” You do not refer there 
to the volume of marketable timber, you refer to the total volume 
of the timber on the area ¢ 

Mr. Stoweiy. That percentage; yes, sir. 

Mr. D’Ewarr. Total volume ¢ 

Mr. Stowe... Yes, sir. 

Mr. D’Ewarr. What percentage is it of the marketable timber? 

Mr. Stowe. That percentage would be the percentage of mer- 
chantable timber on the area. 

Mr. D’Ewarr. It is not the total volume of trees on the area but 
the percentage of merchantable timber. They permit them the re- 
moval of 25 to 35 percent of the merchantable timber that is ready 
to be cut ¢ 

Mr. Stowe... Yes, sir. 

Mr. D’Ewarr. What is the basis for that situation? What is the 
argument for it? 

Mr. Stowe... Their argument is that they want to cover the 
entire area of a working circle in the quickest possible time to get all 
the salvage possible. In theory I believe it is good. In practice, 
their idea of what should come off an area is not my idea of what 
should come off of an area. 

Mr. D’Ewarr. You think basically the theory is all right, but it 
makes more expensive logging ? 

Mr. Sroweti. It makes more expensive logging. It does not take 
all the trees that will die in the period that they contemplate covering 
the area. 

Mr. D’Ewarrt. On page 3 you make some remarks concerning grades 
and so forth. Are not all those things considered when they cruise 
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the timber for a sale, the percentage of grades of the trees, the type 
of timber, and all those things? 

Mr. Stowe. Not necessar rily. The cruising that we have, anyhow, 
is of 15 or 20 years previously. They go in “and take anywhere up 
to a 5 percent sample of an area that is going to be sold and take those 
things into consideration when they do make that sample. 

Mr. D’Ewarr. They take into consideration the percentage of 
grades the logs will produce e of lumber? 

Mr. Srowe.u. Yes, sir. 

Mr. D’Ewarr. And that is reflected in the stumpage price? 

Mr. Srowetu. Yes, sir, on the pine species. 

Mr. D’Ewarr. You say: 

The grades of lumber recovered from timber vary widely by area. Grade 
recovery, particularly in the higher quality grades, can vary as much as 20 
percent. If an operator is cutting on an area with a high percentage of fir 
and that timber has a low percentage of the better grades, his chances of making 
a reasonable profit are practically nonexistent, yet his stumpage prices are 
determined on the same average selling price as the operator who is cutting 
in an area with a very much higher grade recovery and selling price. 

Now if they take those factors into consideration in cruising of 
the timber, then it should be reflected, it seems to me, in the price. 

Mr. Stowe. It is in the pine, sir, but the fir, as I tried to explain, 
that grade is not considered. They just take an average selling price 
for the region as a whole and apply it to all fir species. 

Mr. D’Ewart. A little further down you say that the cost of 
operating the logging camp and maintaining a boardinghouse, the 
interest paid on w: arehousing expenses, and so forth, are not included 
in estimating the cost of stumpage. 

Mr. Stowrtn. Not included in arriving at the operating costs. 
That is the cost that would be involved in removing the timber from 
the woods and manufacturing. 

Mr. D’Ewart. Is not that saying it is not reflected in the cost of 
stumpage ¢ 

Mr. Sroweiy. Yes, sir. 

Mr. D’Ewarr. W hy not? Why are not these reflected in the cost 
of stumpage if they are a part of your operation for that particular 
circle ? 

Mr. Srowetyi. That is a question we have been trying to get the 
answer to. I rn | not answer that. I do not know. 

Mr. D’Ewa Do you operate your logging camps as separate 
units or etparate businesses, or does it all go into one account ? 

Mr. Stowetu. It is kept separate on our records, the cost of the 
camp, as we break down all our costs of logging operation, but it is 
all included in our logging costs. But those costs are thrown out 
when the Forest Service analyzes the cost of our operation. 

Mr. D’Ewarrt. Mr. Engle? 

Mr. Encxe. Mr. Stowell, this is an excellent statement. I would 
like to ask you a question. 

Why, except in a case where the timber is sold noncompetitively, 
should the Forest Service be concerned about going into all this detail 
and monkey business of setting a cost ? 

In other words, my understanding is that the traditional way to 
protect the public interest is through free, open, and public bidding. 
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That is what we insisted on when I was district attorney of Tehama 
County. Whenever there was anything to be sold or bought by the 
county, we did it through free, open, and public competitive bidding. 

Of course, anytime you get into the business of setting a price on 
something, you are going to have lots of trouble. Why would it not 
make sense to say that in the disposition of timber on public domain 
and in the national forests, whenever there are two or more competi- 
tive bids that shall be the method of fixing the timber price? What 
is the matter with that ? 

Mr. SrowretL. To my way of thinking, Mr. Engle, the thing that 
would be the matter with it would be who was bidding on it. That 
is, if one or more of the bidders had a competitive advantage then 
that bid would not necessarily bring up a fair market value. How- 
ever, if the bidders were those who were not dependent upon Govern- 
ment timber, it was not absolutely essential that they obtain that 
timber in order to stay in operation, then that might be a very 
equitable way to establis sh it. 

Mr. Eneie. Wherever you have bona fide bidding that ought to be 
a fair way to set the price, should it not? 

Mr. Srowe.y. Normally; yes, sir. 

Mr. Enate. I grant you that some of these sales get into areas where 
for all practical purposes the s: = has to be noncompetitive. Maybe 
only 1 company can get at it, or a sale may be so large there is only 
1 company really that can Reale it in a partic ular area. It may 
be that the area is of such a nature that if you do not m: ake it a large 
sale, marginal timber which otherwise could not be brought out w ould 
never be brought out, and, therefore, you have to tie the thing up 
together in a big chunk. 

I can see situations where you have to go into a field of establishing 
costs, but it seems to me we could minimize that by providing that 
where bona fide competition actually exists that an open, free, and 
public bidding shall be the method of determining the price of stump- 
age in the national forest. 

Now you cannot solve all of these problems all at one whack; 
you have to take them little by little. For a long time I have advo- 
cated that the lumber industry should sit down with some other people 
and set forth a system of rules for the disposition of the resources 
in the national forests, and this is the kind of thing I am talking 
about. 

If Congress just says, “We own this timber, this timber does not 
belong to the Forest Service”’—the law vests the title to all public 
property in the Congress of the United States. We can give the 
forests back to the Indians if we want to, but we are not going to. 
But we could; it is in our power. Congress owns this great “national 
domain land, the national forests, and all the public ‘domain. We 
have disposition of it. It is not the Forest Service. 

But in 1893 they sat down and wrote an act which said the Forest 
Service is established and can run the national forests as it pleases Ss. 
That is about what is in that law. 

What I say is that Congress has abdicated its responsibility to the 
Forest Service. We should sit down and write the law and say, “We 
are going to tell you how to sell this timber. For one thing, when 
more than one fellow wants to bid, bona fide bid, brother, you just 
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put her up on the box and let everybody see the bid and let everybody 
hear the bid so there cannot be any under-the-table work because 
free and open public bidding has been the traditional method of pro- 
tecting the public interest in this country.” It seems to me we could 
obviate some of the difficulties you are talking about here if we did 
that. 

Mr. D’Ewarr. Before you leave that, I would remind the gentle- 
man that I tried something like that last year and got burned. 

(Discussion off the record.) 

Mr. Encie. There are ways todothis. And as to these other items, 
[I think, Mr. Stowell, that the only thing we can do is Just keep a 
wrestling match on with the Forest Service because it largely 
administrative. 

That is all the questions I have. 

Mr. D’Ewart. Thank you very much, Mr. Stowell. We appre- 
ciate having your statement very much. 

Mr. STOWELL, Thank you for the opportunity. 

Mr. D’Ewarr. The next witness is Jim Manter, Wildwood Lumber 
Co. 

Mr. Enerr. Mr. Stowell is from Quincy in my district, and Jim 
Manter is from Red Bluff, my home town, and one of the citizens of 
my home county, and one of the most active and respected citizens 
of that area. 


STATEMENT OF JAMES A. MANTER, JR., PRESIDENT AND GENERAL 
MANAGER, WILDWOOD LUMBER CO., RED BLUFF, CALIF. 


Mr. Manrer. Mr. Chairman and gentlemen, I, James A. Manter, 
Jr., am the president, a stockholder, and the general manager of the 
Wildwood Lumber Co., a corporation incorporated under the laws of 
California. Our mailing address and location is Red Bluff, Calif 
Our company produces lumber only. We own our sawmill which is 
located 55 miles west of Red Bluff in Trinity County and saw logs into 
lumber and transport the green lumber by truck to Red Bluff where we 
use our planing mill for the final process. 

We belong to the Western Pine Association and the West Coast 
Lumbermen’s Association. The reason that we belong to both associa- 
tions is that since all lumber is sold according to grade we grade pine 
under Western Pine Association rules and grade Douglas fir under 
West Coast Lumbermen’s Association rules. We dry our pine, white 
fir, cedar, and fir-shop lumber before we sell it. Our annual produc- 
tion is approximately 29 million board-feet per year, as follows: 

Cut from United States Forest Service taeler during 1953, 24 mil- 
lion board feet. 

Cut from private timber during 1953, 5 million board-feet. 

Total for 1953, 29 million board-feet. 

The percentage of species cut for 1953 is as follows: 


Percent 

Ponderosa and sugar pine__-- — : babel Buea = See 
Douglas fir_._--- ee bch cece ates jiddntethinaliddide wekbhbdeen sw» 62:26 
White fir _- os pint denial tanedee one ‘ lace ’ Sich aide GRdienGiidaitiesees 4, 22 
Incense cedar___.--.-~_- a I li eee eae allt Ra aoe . 84 
Meets th AG nip abcneaucdties acs dctebd ated wit RO es 


The number of employees at t the peak of f peodac tion in 1953 was 176 
and the total payroll for 1953 amounted to about $899,146.13 
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We have an investment in our business of $1,750,000, and we do 
not have enough to do a first-class job. We are now solely dependent 
upon the United States Forest Service for our timber supply. We 
have under contract at the bree nt time with the United States Forest 
Service timber contract No. A 5 FS 12192 with an allowable cut of 
15 million feet of timber per year and known as the Dubakella unit. 
This contract will expire . June 30, 1956. Due to the fact that we did 
not cut on said contract until 1951 we were allowed to increase our 
cut so that we might complete the contract by the expiration date. 

The Trinity National Forest, which we are dependent upon for our 
timber supply, is pretty much of a virgin forest and has, I am told, 
an allowable cut of 117 million board-feet of timber per year on a 
sustained-yield basis. The United States Government owns approxi- 
mately 76 percent of all the land in Trinity County and according to 
the best of figures available at present the timber volume by percent 
by species is as follows: 


Percent 

Douglas fir ksi i a : 5 kebanele ou. Te 
Ponderosa pine aa ; eet 
Sugar pine saomticee ini sina se teense na 
White fir eins ee ald : 4 i nea late 2 
Incense cedar....._.......- 9 SS a oiscciilipiipsiliatenitalaiics 1 
Total - carers poise tnich slaatne ed Le Je eee 


The timber is of old growth and pretty much overripe in most 
areas, therefore, it is highly defective. The ground is steep and 
badly cut up making logging and road construction costly. To give 
you some idea as to what I mean by defective timber, the following 
is an illustration on last year’s cut: 


Contract cutters scale 100 percent.__.-----__--_--.---_--- re 36, 587, 570 
Actual log scale 100 percent : lik eccesshiteh elfeal lias lecteamael te 28, 857, 730 
Difference or defect ; ae 3 nui Sieadoaeskione 7, 729, 840 
Percent of defect or loss Lica hee peer 21.13 


The above figures do not include the sanitation trees or snags since 
we do not scale them. We go in after completion of logging and fall 
the sanitation trees and snags at an hourly rate of pay. 

Our problems in dealing with the F orest Service have been many; 
the main ones are as follows: 

1. Pricing of stumpage and appraisals of larger sales. 

Timber marking. 
_ Timber contracts too complicated. 

4. Scaling of Government timber. 

-roblem 1. Our experience has been that we do not make a profit 
from the fir timber cut; therefore, the pine is left to carry the burden 
of furnishing the operator with the only chance of making a profit. 
In making their appraisals the United States Forest Service usually 
comes up with a higher selling value than we have ever been able 
to receive for our lumber. The same thing applies to costs; the 
United States Forest Service uses anywhere from $3 to $5 less for 
a cost figure than our actual costs are. We have to make a profit in 
order to stay in business. Also, if the United States Forest Service 
wants to sell timber they have to have customers. I realize that in 
some areas there has been a number of timber sales that have been bid 
above the appraised or advertised price but these sales usually are 
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short sales and of comparative small volume. And in quite a number 
of cases the operator who overbids usually is cutting either his own 
timber or private timber purchased under contract at a low figure, 
therefore, putting him in a position to take advantage of the income 
tax by establishing a higher stumpage value on his own timber or 
timber purchased under contract. The operator who has to depend 
solely upon the Forest Service for his timber supply cannot take this 
advantage. 

In our area I believe that if the United States Forest Service would 
put up longer timber sale contracts running from 3 to 5 years it 
would put the operators who are interested in cutting Government- 
owned timber on a much more sound basis. It seems to me, it would 
also cut the cost of the United States Forest Service in processing 
sales as the cost of processing a large sale should not be much more 
than a small sale. 

Problem 2. We feel that the only economical way to harvest timber 
in our area is to make clear cuts on the land that you log for the first 
time and to leave only enough seed trees to assure growth of a new 
crop. The reason for this is s due in part to the large volume of old, 
mature timber now standing and in part to the steepness of the ground. 
And to leave a portion of the timber standing planning to come back 
in 25 to 30 years would only mean that you would destroy the young 
trees or a large portion of them in getting out what you had left from 
the first harvesting. We also feel that “quite a number of trees left 
would not live until the second harvest. Also, I have seen a number 
of places where the blow down was quite high in volume. Frequently 
you go and look at timber to be put up for sale and you do not know 
what trees you are going to get or the amount that will be marked per 
acre as the United States Forest Service usually does not do any mark- 
ing until the operator is ready to start logging. 

Problem 3. Timber contracts are getting so complicated that it is 
hard for the operator to understand just what he is getting into. 
From what I have seen of the new proposals for the new contracts 
coming out there are too many clauses leaving it up to the Forest Serv- 
ice decision. I question if all the clauses would be classed as legal 
if reviewed by the High Court. It seems that a contract should give 
both parties re: isonable options as to problems that might arise from 
time to time or when conditions as a te might change. 

Problem 4. The way scaling is being handled on our sale at the pres- 
ent time we do not have any way of checking the scalers without them 
knowing we are going to check them. Fortunately, I am in sympathy 
with the Forest Service on this item. In the first place the wages they 
are allowed to pay a scaler makes it almost impossible to get men who 
have had experience to take the job. ‘The job pays much less than com- 
mon laborer wages and nowadays you cannot get anyone to work for 
common laborer’s wages in a logging operation very long. We feel, 
though, that we are entitled to better service. There should be : 
portion of the stumpage values set aside for this phase of the opera- 
tion. We should at least be entitled to a copy of the daily scale with- 
out having to pay for it. As it is we pay fora cooperative agreement 
but we still do not get a daily scale. 

I would like to make one more statement in closing, that the economy 
of northern California is 65 percent dependent upon the timber in- 
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dustry. In other words, the people of northern California are largely 
dependent upon the lumber industry for their income. 

In the not too distant a future most lumber operators in our area, if 
they choose to stay in business, will have to cut either all or part Gov- 
ernment-owned timber. I strongly believe that private industry plays 
a large part in our free enterprise system of Government. I believe 
that we who purchase Government timber should have a voice in the 
conditions under which we might purchase timber. 

Mr. D’Ewarr. Just one or two questions. 

Does the Forest Service differ with you in the clear-cutting 
practices / 

Mr. Manver. They have, I presume, up to this point. In other 
words, they are planning on putting up a large sale in our area, and 
as I understand—I do not know how many acres are involved—they 
are going to have one sample cut in there which amounts to about 20 
acres, Which would not be even a scratch on paper as to what they 
are going to cut. That would be the only clearcut acreage they are 
going to put up for a clearcut area. What I mean by “clearcut” is 
harvesting all the mature timber at the time we go over it the first 
time. 

Mr. D’Ewarr. I thought you meant clean-cutting when you indi- 

cated you would just leave seed trees. 

Mr. Manter. That is right, going back to what they used to call a 
standard cut in the early twenties and along in there. 

Mr. D’Ewarr. You now follow a selective cutting and marking of 
each tree that is cut? 

Mr. Manter. I cannot truthfully say just what we are following 
I think in our area they have been marking approximately anywhere, 
I would say, from 65 to 80 percent of the stand due to the fact that 
timber is pretty much overripe and it is pretty highly defective, but 
I still think there are quite a number of trees left on the ground that 
will not live until the next harvest, and some of them look to me 
pretty much like high risk trees because the stand is of old growth and 
highly overripe, as we call it. 

Mr. D’Ewart. Mr. Engle? 

Mr. Eneir. Mr. Manter, it is true, is it not, that the contract which 
is provided for your signature by the Forest Service leaves you, for 
all practical purposes, at the mercy of the Forest Service? 

Mr. Manrer. | would put it this way: That we do not have too much 
of a voice in the clauses in those contracts, and the new clause that I 
have seen—the contract that we have now is, I think, pretty much of a 
fair and equitable contract, but it is a contract of fairly old nature. I 
think it was prior to World War II. But I have seen quite a number 
of these new clauses that are going to be, as I understand it, in the new 
contract and there is quite a lot of emphases on the leaving of the final 
decision up to the Forest Service. I do not know whether these con- 
tracts are going to give you all the rights you had under the old con- 
tracts or not. 

Mr. Eneir. What I would like to see done is a contract written in 
such a way that when a question arises as to whether or not either the 
operator or the Forest Service was in conflict with the contract, the 
interpretation of the contract will not rest exclusively in the hands of 
one party for a final determination. In short, it seems to me that there 
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ought to be some way to write these contract so that when you get 
down to a question of interpretation of the language or a question 
of whether or not the facts were thus and so, that either one of those 
two questions, either a question of fact or a question of actual interpre- 
tation of language could be reviewed by the courts, 

I have always been very much disturbed by the proposition that 
you get a decision, for instance, from the Chief Forester on a matter 
and, lo and behold, who do you appeal to? You appeal to his boss here 
in Washington and when you get through appealing to him, the last 
place you can go is to the Secretary of Agriculture. I have tried all 
that and I know about it. And what happens when you go to the 
Secretary of Agriculture? They give you a nice hearing and they 
are very pleasant to you and all that, but after you leave the ( ‘hief 
Forester sneaks through the back door and writes the decision for the 
Secretary of Agriculture, or at least has a hand in it one way or the 
other. Where do you end up? You end up by being judged by the 
people who have already convicted you. 

So we have been working on some administr: — procedures—for 
instance, with reference to grazing people—and it is something it 
seems to me the lumber peop le ought to give some atte ntion and some 
study to. We have it written into the new grazing bill, do we not, 
Mr. D’Ewart? 

Mr. D’Ewart. Yes, very definitely there is a procedure which will 
be followed in appeals. 

Mr. Encir. What we want to do, of course, is define clearly the 
question so you leave adequate administrative room. We just simply 
have to recognize the fact that the administrative agency has to have 
some elbowroom to make decisions. That is inherent in government. 
You cannot help that, but where you get down to, say, a question of 
specific fact or an interpretation of particular language, then the 
lumber operator ought to have an independent tribunal to make a 
finding of fact or an interpretation of language written in the con- 
tract, which would seem to me to make good sense. 

Mr. Manver. I would agree with you a hundred percent. Usually, 
when you write private contracts what usually happens is that if ¢ 
dispute arises and you cannot settle it mutually, ordinarily there is a 
clause inserted whereby the man who makes the contract has the 
right to select one party and the person who is bound by the contract 
has the right to select another party and these two parties then agree 
on a third party who arbitrates the clause in dispute and both parties 
to the contract agree to abide | V the decision. 

Now those things could be handled within the regional forests them- 
selves or that kind of a setup could be arranged in each individual 
forest with a view to cutting down complications and redtape, and I 
imagine you would find a number of lumbermen that would be pretty 
much interested in that kind of a deal who are very familiar with the 
problems at hand. They are right there, locally. They would agree 
to that. i 

I think that that would be very fair and equitable. I do not think 
you would find anybody that would be partial to either side on that 
kind of a deal. 

Mr. Enate. This is the first time since I have been in Congress- 
and I have been here over 10 years—that a representative group from 
the lumber industry in the Far West has come before a congressional 
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committee and laid the facts on the table with regard to their position 
with the Forest Service and with reference to Forest Service policies. 
I have discovered a very great reluctance on the part of lumber 
operators to come in and state their case plainly. I have had them tell 
me frequently that they were not in a position to do so because of their 
complete dependence on the Forest Service to get their next cut and 
they are apprehensive of the attitude that might exist in that agency 
toward their operation. And that is why I think that you gentlemen, 
who have come here, are entitled to very great credit. 

I can say this: It is the old proposition of “belling the cat.” You 
have heard about that; about the convention of mice that cealid to 
put a bell on the cat so when he came around, they could hear him and 
get away. So the convention unanimously passed a resolution to bell 
the cat, but when they got ready to elect the chairman of the committee 
to put the bell on the cat, they could not find anybody to take the job. 

I have been going down to these lumber association meetings for 
years and I have suggested to them that they set up a special com- 
mittee to advise Members of Congress, who have large areas of public 
timber in their district, with respect to their problems. And they all 
think it is a fine idea. For instance, I said, is not this law of 1893 
too broad and too general? It contains too large a delegation of 
authority. The Congress should write the rules as to how this great 
natural resource is going to be disposed of. And those rules should 
be written into law so that the general rules are set up. 

But I could never get anybody to serve on such a committee and 
now that you gentlemen are here, I would like to make a suggestion 
that you are halfw: ay across the stream and you are not going to get 
back. That is “cold turkey,” so you might as well keep on going. 
So I hope that this group can be the nuc leus for a committee from at 
least our section—and there are five of you gentlemen here who either 
live in or operate in my area—to work continuously on devising legis- 
lation on each one of these points you brought up. 

For instance, this matter of what the Forest Service puts in these 
contracts. We might have to legislate on that. If they are not will- 
ing to be reasonable about it, we just write up the list for them and 
tell them what they have to put in. 

I hope we will not have to do that. Most of these problems can be 
cured by the administrators if they will do it, but we know they will 
not do it and the final authority is the power of Congress to legislate. 

The problem with legislators is that legislators do not have such 
an intimate knowledge of the problems of the industry and they cover 
so great a number of subjects that it is difficult for a legislator to sit 
down and write a piece of legislation that will fit and still be in the 
public interest. Mr. D’Ewart had a bill last year on grazing. We 
get into the field of grazing, into the field of mining. We are in the 
field of lumber and we are in the field of water and power legislation 
and Indian legislation and Territories and insular affairs. We hop 
from one to the other. It is like a man trying to drive nine stakes 
in the ground. He ought to stand in one place and pound hell out 
of one stake, but he has to run down the line and tap each one instead 
of doing a real job on one. 

That is why we need an industry group and an industry committee. 
So I want to make the suggestion right here, Mr. Chairman, for the 
record, that this group which has finally taken the bull by the horns 
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will constitute itself into a semipermanent group to at least help us 
take advantage of these specific suggestions that have been made. 
Mr. Thompson left a list of suggestions here for the record which 
have to be implemented in national language. 

I suppose you could add to what you have put in your statement, 
and I have asked Mr. Gray to submit a statement later as to what his 
suggestions are. 

Eventually you have to sit down and write a bill. I can always 
get the first clause—Be it enacted by the Senate and House of Repre- 
sentatives—and that is about as far as I get. When I have to go on 
beyond that I sometimes get in a little bit of trouble, and that is where 
you have to have your industry group. Iam not saying that you fel- 
lows ought to write the legislation for the industry, but you ought 
to have a hand in it. 

Again I want to compliment you people who have come here, and 
I want to say this, too: that we will watch very carefully, and if 
we catch anything that would warrant us to believe that there is any 
discrimination against any man who came here and made these pres- 
entations, we intend to take his part very vigorously with the Forest 
Service. 

Mr. D’Ewarr. I might there add to what the Member from Cali- 
fornia has said, that oftentimes legislation such as he proposes is very 
difficult to write. We are trying to write a bill now in connection 
with the uranium mining where it overrides oil leases, and we ran 
into such great difficulties that we had to write a temporary law to 
run only 1 year, and then ask the oil people and the uranium people 
to sit down and try to iron out some of their difficulties. It is very 
necessary legislation. 

A group such as Mr. Engle suggests would be most helpful to us 
in drafting legislation that would fit your particular industry and still 
permit the Forest Service the discretion it must have in preserving 
this great natural resource. 

(Discussion off the record. ) 

Mr. D’Ewarr. We will now recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee recessed until 2 p. 1 
this same day.) 

AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration of the 
recess. 

Mr. D’Ewarrtr. The Committee on Public Lands will come to order 
for the further consideration of the pricing and marking of timber. 

Our next witness will be Mr. George Dutf, Auburn, Calif. 


STATEMENT OF GEORGE R. DUFF, VICE PRESIDENT AND GENERAL 
MANAGER, CAL-IDA LUMBER CO., AUBURN, CALIF. 


Mr. Durr. My name is George R. Duff, vice president and general 
manager of Cal-Ida Lumber Co., Auburn, Calif. 

We have a sawmill lumber m: anteenatl ing plant, cutup factory, 
molding factory, and box factory. 

Our annual production of finished lumber is somewhere between 44 
and 48 million feet a year. 
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We employ approximately 350 employees. Our payroll is $1,750,- 
000 annually. 

Investment in our plant and equipment facilities is in excess of $2144 
million. 

We depend upon the natural forest for between 15 and 20 million 
feet of timber per year, and we bring from private sources approxi- 
mately 6 million feet. , 

Besides that, we buy between 18 and 30 million feet of lumber for 
our remanufacturing plant each year. 

Our problems in connection with the purchases from the national 
forests are somewhat similar to those who have preceded me. I would 
like to, at this time, congratulate them, and also say for my part I 
think they have done an excellent job in presenting to you Congress- 
men their problem. 

I am sure that each of them has problems which he has stated to 
you, and although some of their problems are not mine, I can certainly 
go along with their way of thinking. 

In marking, the forest marking practices are based on the removal 
of that part of the stand which is most likely to die off before the sec- 
ond cut is made and which will put the remaining stand in a good 
growing condition as quickly as possible and still maintain a sté bilized 
lumber industry. The lumber business, as you know, is a high-risk 
business, subject to sudden market fluctuations, which in turn require 
substantial profits year after year to insure stability. 

We believe, therefore, that some additional mature pine timber could 
be marked which would aid materially in keeping our operations eco- 
nomically sound and still not jeopardize the Forest Service plan of a 
second cut some 15 years in the future. 

The effort to which the Forest Service has gone in trying to plan 
sale areas and roads well in advance is certainly a step in the right 
direction. Further advances can be made in planning a cutting 
operation well ahead if more technical help and financial aid ean be 
made available for the Forest Service in locating access roads and 
obtaining accurate timber crews. 

Now, to clarify this, 1 will cite an article taken from the Sacra- 
mento Bee: 

The United States Forest Service expects to get back about $25 million for the 
$714 million it wants to spend on the construction of forest roads and trails in 
Oregon. 

Edward P. Cliff, Assistant Forest Chief, told a House Appropriations Subcom- 
mittee in testimony made public today that the agency is placing emphasis on 
Northwest program to permit salvage operations on about 3,500 million board-feet 
of natural forest timber downed by winds or bug-infested, 

“Not all of the 314 billion feet is salvageable,” Cliff said, “but more than 500 
million feet already has been retrieved, and the proposed road-construction pro- 
gram will permit salvage of another 1,600 million feet, worth about $25 million. 

“If we didn’t get roads into that material in the next few years,” Cliff said, 
“we would lose the value of practically all of it.” 


We depend almost entirely upon the purchase of Government 
stumpage ‘to ope rate our sawmill. Weare, therefore, liable to be placed 
in the unfortunate position of competing with the larger companies 
who own large blocks of their own stumpage. Such companies are 
very likely to, and are able to, bid the Government stumpage price 
far above the ability of the small operator who is completely depend- 
ent upon Government timber for survival. 
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These operators can mix this high-priced Government stumpage with 
their own low-priced timber and increase their overall price very little. 

The Forest Service cannot be blamed for high stumpage prices 
where competition gets into the picture, since all Government sales are 
on a competitive basis. 

In other words, operators of large blocks of cheap privately owned 
stumpage can bid higher on Government timber, and we will continue 
to have higher stumpage pr ices that are the minimum advertised rates 
put out by the Forest Service. 

Their prices will always be higher than the small operator can afford 
to pay who is completely dependent upon the Government timber and 
sooner or later he will simply have to go out of business. 

I do not believe that under such bid conditions and under those 
competitive advantages, that the above-mentioned companies enjoy, 
that the Forest Service should consider such bid prices a good indi- 
cator of a fair market price and should not be used in figuring stump- 
age appraisals. 

Thank you for the opportunity of presenting my case before you 
gentlemen. 

Mr. D’Ewarr. If the Forest Service should not have competitive 
bidding, how would they determine, in your mind, who should be the 
purchaser of the surplus? 

Mr. Durr. I didn’t say they shouldn’t have open competitive bid- 
ding, did I? 

Mr. D’Ewarrt. No; you did not say. If the Forest Service did not 
have competitive bidding, that is my question. You did not say. I 
asked it. If the Forest Service did not have competitive bidding, how 
would they determine who should get the timber? 

Mr. Durr. I think it is in the Forest Service Manual that they have 
to put the fair appraisal on their stumpage to begin with, and after 
they have that, it is either up to someone who is interested in it, or 
again they can go out and advertise it or get someone; it will probably 
be like you or I sell our produc t to an operator. 

Heretofore I believe in most cases the Forest Service has determined 
what they want to market in certain areas and they put that up for 
sale and they in most cases, they have several who might be interested 
in that sale. 

Mr. D’Ewarr. The problem that faces the committee, however, is 
that if you do away with the present sealed bids, even though there is 
an appraisal, a cruising and appraisal of the timber, you still would 
have to select the one who is going to cut that timber. 

Mr. Durr. I don’t think, sir, you can do away with your present 
competitive bidding. I think you always have that. 

Mr. D’Ewarr. The argument is, however, that the competitive bid- 
ding as now practiced results in a price higher than the sawmill can 
afford to pay. 

Mr. Durr. In some cases; yes. 

Mr. D’Ewarrt. The only way to get away from that would be not to 
have competitive bidding. Is that not true? 

Mr. Durr. That is one way. 

Mr. D’Ewarr. You think that would cure a lot of evil? 

Mr. Durr. I think that is reasonable. 
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Mr. D’Ewarr. What we are trying to do is explore a possible way 
to correct this situation. 

Mr. Durr. I think you have to have a starting point on your ap- 
praisals. The appraisals sometimes may be taken, or they may be 
worked up from an area in which some of this competitive bidding has 
taken place, but I don’t think that should enter into it. 

Now, some areas have better stands of timber than others. I feel 
that each area should be appraised on its own merits and how close it 
is to a sawmill and perhaps the first thing is how close it is to a 
railhead. 

Now, your most important thing in lumbering is how close the lum- 
ber is to a railhead. You have to move it out. Most of it is moved 
east, even those cut in California. 

Mr. D’Ewarr. I remember an appearance before this committee in 
which your Congressman was interested when the sale was from a 
sustained-yield area in Oregon and the question there was, should cer- 
tain purchasers of that timber be allowed to be the only purchasers, 
or should others be permitted to come into that area, thereby disturb- 
ing those that were there and were utilizing the timber. That was a 
difficult one because we had sustained-yield area, as I remember it, 
about a half dozen mills that could operate successfully and there were 
two more that wanted to come in and one wanted to increase his cut 
in order to make more profit. 

The question before the committee was, Should we permit these 
half dozen that were there first to operate, or should we permit others 
tocome in? That just shows the difficulties of the Government saying 
who shall buy the timber and who shall not, if you do away with 
competitive bidding. 

Mr. Durr. You do have your sustained-yield law which protects 
the community. 

Mr. D’Ewart. That is right. 

Mr. Durr. In our case and I think in the case of most of the opera- 
tors, we maintain a community at Downieville, Calif., which is a small 
community ; at one time it was a mining community. 

Most of our employees are from there, and we favor them all we can. 
I would say that we maintain that community. That community prob- 
ably does not exceed 250. 

If we don’t operate, it places an extreme hardship upon the com- 
munity. I think we are the largest taxpayers in Sierra County, 
which is a small county in that area. 

Mr. Enere. Getting away from this tax situation may be pretty 
difficult. I can see how a fellow who owns a large section of timber 
that he bought for $5 or for some such amount, would very plausibly 
argue that since it is a diminishing natural resource and must be 
replaced, that for tax purposes he has a right to consider it as re- 
placement cost when he uses it up. 

Can you think of any way to get around that argument? Do you 
think it is unfair to permit them to write off their private holdings at 
the replacement cost? Would it be fair to require them to take the 
invested cost in figuring the tax returns? 

Mr. Durr. No. I believe that the law as it probably stands on the 
statute books is fair and was probably considered long before it was 
ever put on there. I do not advocate to take it off. 
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If I had timber of my own, which, unfortunately, we do not, I 
would certainly take advantage of that law. 

Mr. Eneie. What you say is this, that because of that situation cer- 
tain bid prices are unrealistic. 

Mr. Durr. That is right. 

Mr. D’Ewart. And the Forest Service should take that into con 
sideration in setting their minimums. 

Mr. Durr. I think that is true; yes. 

Mr. Eneotr. Perhaps they should be handled as an administrative 
matter. I just do not know how to write a bill that would cover all 
the ramifications of it. It isa very hard problem. 

Say a fellow has 100,000 acres, or 20 million board-feet of timber he 
bought for $5. He knows just about how long that will last his mill, 
if he stretches it out, if the lumber prices will permit it, by feeding 
higher cost stumpage and thereby continuing for a long period of 
time his ability to rely on cheap stumpage and thereby set a sort of 
storage factor in the operation, 

It is in the interest of good management it seems to me to do it. 
I know if T ran a mill, I would watch the lumber market ve ry closely 
and utilize my cheap reserve as an insurance factor behind the com- 
munity operation. 

It makes a tough problem, and I can see that it results sometimes 
in excessive bidding on isolated pieces; they can afford to do it, some- 
body else cannot. 

If the Forest Service is putting up enough timber you would not 
run into that so often, would you? 

Mr. Dorr. I don’t know. Their problem will be a lot of mills go 
out. Maybe we have an overproduction; I don’t know. Maybe the 
Forest Service is not taking that excessive bidding into consideration 
on their appraisal, but I know in the past that they have, and I don’t 
feel they should. 

They should take each area or each timber for sale and appraise 
it as to its value for any one mill and not take the high-bid prices 
which have been bid up. 

Mr. Enorx. That is a very good point. It is not so easy to solve. 

Mr. Durr. It does not make any difference if the Forest Service, as 
long as they have competitive bidding, puts $20 on pine, or $35 on 
pine. It will probably be up there when they get through bidding, 
anyway. 

Mr. Enete. In other words, where they have actual competition, the 
minimum price is not important. 

Mr. Durr. I don’t think it is important. 

Mr. D’Ewarr. Thank you, Mr. Duff. 

Mr. Durr. Thank you. 

Mr. D’Ewarrt. Mr. Stanton G. Ready, Winchester, Idaho, woods 
superintendent. 

Mrs. Prosr. I would like to say that Mr. Ready is from my own 
State of Idaho and for the years 1944 to 1948 he was State forester 
for the great State of Idaho. 

His home is at Lewiston, Idaho. He is wood superintendent for 
the Hallack & Howard Lumber Co., at Winchester. 

We certainly welcome you to Washington, Mr. Ready, and are glad 
to have you appear here this afternoon. 

47830—54—6 
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STATEMENT OF STANTON G. READY, FORESTER AND WOODS SUPER- 
INTENDENT, HALLACK & HOWARD LUMBER CO., WINCHESTER, 
IDAHO 


Mr. Reavy. Thank you, Mrs. Pfost, for that introduction. 

My name is Stanton G. Ready. 

Mr. D’Ewarr. May I interrupt there. 

Was that percentage of profit open to renegotiation on the original 
contract ¢ 

Mr. Reapy. No, sir; I don’t believe it was. Specifically, it was not. 
However, I think in view of the fact that the sale was thrown open 
for a redetermined rate, it is probably safe to assume they could 
take into consideration our profit percentage at the same time. 

On July 1, 1953, the stumpage rates on this sale were again redeter- 
mined and remained in force and effect until the cutting of the timber 
was completed about December 20, 1953. 

These rates were as follows: Ponderosa pine, $13.85; Douglas fir 
and Larch, $4; Grand (white) fir, $2.60; Engleman spruce, $4.25. 

In addition to paying for the timber we were required to construct 
1014 miles of main road, and 5 miles of secondary roads. We were 
required to surface the main road with a 4-inch course of compacted 
coarse rock on top of which we were required to lay a 4-inch course 
of crushed rock, 12 feet in width. 

The secondary road was not required to be rock-surfaced. Both 
classes of required road had to be ditched and backsloped. We were 
required to place corrugated metal pipe culverts in all water courses 
on both of these roads. 

We used both of these roads to transport a part of our timber over, 
but they were built at a cost somewhat higher than an operator usually 
figures on spending for logging roads. We had to pay additional cost 
of $2 per thousand for the total cut for slash disposal and $1.15 per 
thousand on the ponderosa pine and Engleman spruce for sale area 
betterment. 

A Forest Service sale area in our section of Idaho that will yield 
2814 million feet of timber marked for cutting requires the construc- 
tion of a great many miles of truck roads and these are treated as a 
part of the general logging costs by our company. 

In the case of special roads that are built to Forest Service specifica 
tions and are required as a part of our contractual agreement, we do 
keep close cost. records, and in the case of this particular sale our 
road costs were $5.30 per thousand. 

In our accounting system we treat slash disposal as being a part of 
our normal logging costs. I have mentioned the fact that we were 
required to pay $2 per thousand for the total amount of timber cut 
on this sale only because we feel that it is at least 50 cents per thousand 
too high. 

The matter of $1.15 per thousand which we were required to pay 
on the amount of ponderosa pine and Engleman spruce which we cut 
from the area has been treated as an additional stumpage cost be- 
cause the Knudsen-Vandenberg Act provides that a part of the 
proceeds from the sale of stumpage may be set aside and used by the 
Forest Service for sale-area betterment. 

And I understand also it can be used for other purposes than sale- 
area betterment. 
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The cost of roads in a sale area, or, for that matter, any roads that 
a timber purchaser is compelled to build to a higher standard than 
is necessary for his use in removing the timber he has purchased, 
is rightfully chargeable as an addition to his stumpage costs. 

In our case, at least one-half of the cost of the main and secondary 
road that we built is chargeable as an addition to our stumpage cost. 

We consider the personnel of the local supervisor’s office who have 
charge of timber sales work to be very competent people and it is our 
opinion and contention that the regional office acted unwisely in de- 
c ‘lining to approve redetermined stumpi ige pr ices recommende d by the 
local supervisor's office when our sale first came up for reappraisal. 

We feel that the local personnel knew a great deal more about such 
items as timber quality, road construction chance, and general logging 
conditions and costs, than did the personnel of the regional office. 

We feel very strongly that the recommendations of the local super- 
visor’s office should have been accepted. We also feel very strongly 
that more authority should be given to local forest officers to settle 
matters on the ground where employees of timber purchasers and 
forest officers can sit down together, discuss their problems, and figure 
out their answers. 

In fact, we think that decentralization of authority in the Forest 
Service should be encouraged and insisted upon, so that business can 
be conducted with a minimum of lost motion. 

Gentlemen, I wish to thank you for your interest in our problems, 
and for the very courteous consideration that you have given us. 

Mr. D’Ewarr. Do you want to tell the committee whe ther you made 
the 16 percent on this transaction ? 

Mr. Reapy. Frankly, we did not make 16 percent on it. Right 
now I can’t tell you exactly what our margin of profit was, but it 
was below 16 percent. 

Mr. Enewe. I notice quite a significant change in the prices. 
ponderosa pine was cut nearly in half. Douglas-fir and larch was 
cut 20 percent. Engleman spruce must have been a bad yield from the 
start. It started from $14 and you went down to $4.85; is that right? 

Mr. Reavy. That is right. 

Mr. Enawe. It is hard to figure out how they could be off so far. 

Mr. Reapy. It developed after we got started cutting in that timber 
that it was a defective stand of Engleman spruce. The white fir was 
very defective. The ponderosa pine was sound, but young, limby and 
our gradeout was very low. 

Mr. Ener. They missed 100 percent on ponderosa pine and they 
missed as much as 300 percent on Engleman spruce. 

Mr. Reapy. 4 was entirely too high. We knew it was too high 
when we bid it in, but we got a sawmill, we are faced with the neces- 
sity of keeping a lee k of timber ahead of it. 

Mr. Enorr. You area good ex: imple of desperation bidding. 

Mr. Reapy. In this particular instance, yes. 

Mr. Enaie. I would like to see some kind of system worked out 
where the lumber industry was not at the complete mercy of the Forest 
Service. This isaridiculous situation. 

You found yourself with a piece of timber and you were depending 
on a sentence in the contract to bail you out. That is what it 
amounted to, is it not ¢ 

Mr. Reavy. That is right. 
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Mr. Eneue. Because if the Forest Service didn’t exercise the dis- 
cretionary authority which it had under the contract to renegotiate 
price, your company would have gone broke. 

Mr. Reapy. They would have “suffered greatly; there is no question 
about it. 

Mr. Enexr. It seems to me there is something basically fallacious 
with a system that permits the Government to exercise that kind of 
authority. I certainly would not want to run bids in which I had a 
very large investment. 

Did you say what your plant investment was? 

Mr. Reapy. No, I did not, and I don’t know, but roughly I would 
guess that ii is in excess of a million and a half dollars. 

Mr. Enate. You have 190 employees ¢ 

Mr. Reapy. Right. 

Mr. Enaue. If the forest supervisory didn’t like the way you combed 
your hair, or got up after a bad breakfast, you might not fare as well. 
That is gover nment by man instead of government by law in the most 
flagrant ‘form. 

Further than that, it is subject to all sorts of possibilities. I don’t 

say they exist, but I say there are possibilities of the most flagrant 
sort of abuse of authority. 

I would suspect, Mr. Chairman, that if the oil and gas resources 
of this country were administered under authority which was fraught 
with potentialities of abuse either to the industry or to the Public 
Treasury which exist with these vast national forest reserves, that the 
stink and howl that would go up over this country would becloud the 
skies and chase McCarthy right off the front page. I think it is a 
dereliction of duty on the part of Congress not to take a hand in it and 
arrange some basic rules within which the industry can live and Gov- 
ernment can administer its resources fairly, in the ‘public interest. 

That was an excellent statement and I thank you, sir. You have 
been a fine example for this committee to ponder. 

Mr. Reavy. Thank you. 

Mr. Enate. I would certainly hate to operate there with the kind of 
contract you have. I think I would be most felicitous of the Forest 
Service personnel. 

Mrs. Prost. I just want to compliment Mr. Ready upon this fine 
statement, because he has some down-to-earth facts here which will 
assist us materially in the committee, and as the members of the com- 
mittee have been able to observe, Mr. Ready is certainly well qualified 
and does know his subject; in fact, he prepared his statement after 
he arrived in Washington and with no forewarning at all. 

So you know it is something that is very pertinent to his livelihood 
and to the continuation of that operation of his that is located in my 
own district in Idaho. 

We want to thank you so very much for bringing this information 
to us, Mr. Ready. 

Mr. Suvrorp. I would like to ask one question. 

Mr. Ready, did the Forest Service cruise this tract of timber before 


the purchase, or simply advertise for sale the boundaries of timber? 


Mr. Reapy. They made a percentage cruise of the area, I think about 
a 5-percent spot cruise. 
Mr. Suvurorp. Were the trees marked for logging? 
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Mr. Reapy. They were, but not until after we had bought the 
stand of timber. 

Mr. Suurorp. There was none marked for logging before you 
bought the stand of timber? 

Mr. Reapy. No, sir. 

Mr. SuHvurorp. Was any consideration taken in connection with the 
accessibility of the timber to your roads, or were these just prices that 
were generally set? Was this the prevailing price in the community 
that you paid for this timber? 

Mr. Reavy. The prevailing price for public timber, for Forest Serv- 
ice timber, let us say. It was not the prevailing price for State timber 
or for privately owned timber. 

I should judge that these prices were 40 to 50 percent above the pre- 
vailing prices for State stumpage and at least 100 percent above the 
prevailing prices for privately owned stumpage. 

Mr. SHvurorp. Then your real meat in the contract was the right 
to renegotiate after you had gone in there and made a cruise, more 
than the spot cruise that they made before. That was the real meat 
in the contract, was it not ? 

Mr. Reapy. That is right; yes, sir. 

Mr. D’Ewarr. Thank you, Mr. Ready, for a splendid statement. 

Mr. Reavy. Thank you very kindly for the opportunity. 

Mr. D’Ewarr. We have two telegrams here. 

WESLEY A. D’EWant, 
Interior and Insular Affairs, House of Representatives: 

Request permission to submit written testimony in defense of Forest Service 
policy of selling public stumpage at market value. 

SorpeR-WHEELER Co., 
A. WHEELER, 
Yuba Sutter Tree Farms, _ 
Strawberry Valley, Calif. 
Hon, CLAIR ENGLE, 
House Office Building, Washington, D. C.: 

Heartily endorse your program for reduction of stumpage prices on Federal 
timber and heavier marking of same. Unless we have substantial reduction can- 
not operate this year. Road specification and cutting lightly marked timber 
make operations cost much higher than private timber. Should have at least 
30 percent reduction. Regards. 

EpGERTON Bros. LUMBER Co., 
HARRY EDGERTON. 


Mr. D’Ewarr. Mr. Ira J. Mason, Department of Agriculture. 


STATEMENT OF IRA J. MASON, CHIEF, DIVISION OF TIMBER MAN- 
AGEMENT, DEPARTMENT OF AGRICULTURE, ACCOMPANIED BY 
E. P. CLIFF, ASSISTANT CHIEF OF FOREST SERVICE; RUSSELL P. 
McROREY, LOGGING ENGINEER, DIVISION OF TIMBER AND MAN- 
AGEMENT, SAN FRANCISCO, CALIF.; AND REYNOLDS FLORENCE, 
CHIEF, FORESTRY AND LANDS DIVISION, SOLICITOR’S OFFICE 


Mr. Mason. Mr. Cliff, our Assistant Chief of the Forest Service is 
here, and Mr. McRorey, who happens to be in here on detail from our 
San Francisco office, and Mr. Florence, from the Solicitor’s Office. 

My name is Ira J. Mason. I am Chief of the Division of Timber 
Management in the Forest Service of the Department of Agriculture. 
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I might say, Mr. Chairman, that this statement was prepared, of 
course, in advance of this hearing and while I think I have anticipated 
a number of the points that have been raised here, this does not pur- 
port to be our complete comments on the material that has been pre- 
sented to you in the last 2 days. 

Mr. D’Ewarr. If you care to cover points not covered in your state- 
ment and you get them up shortly, we will include them in the record. 

Mr. Mason. Thank you. 

Mr. Enotr. May I suggest, Mr. Chairman, that the statement be 
filed and the witness exte mporaneously comment with reference to the 
testimony, if he is in a position to do so. 

His statement is very general in nature. I suppose necessarily be- 
cause he did not anticipate the testimony that was submitted here. 
There is no use of going through long reading of the statement of 
broad and general policies which we are fairly well familiar with 
anyway. 

What we want to know is how to solve some of these problems. 

Mr. D’Ewarrt. Is it your desire to read the statement, or would you 
rather file it and speak extemporaneously ? 

Mr. Mason. I would prefer to read the statement in the record. I 
think it might be of some interest to the people from the out-of-town 
places who like to hear what I have to say. 

Mr. D’Ewarr. All right. 

Mr. Mason. National forest timber sales are a large and growing 
business. Since V J Day in 1945, the annual rate of cut has prac- 
tically doubled to 5.2 billion feet and the value of timber cut has in- 
creased almost seve ‘nfold. The national forest cut is still increasing 
while total national lumber production is turning downward. 

In calendar year 1953, the national forest cut was 5,335,809 thousand 
board-feet, an increase of 573,533 thousand board-feet or 12 percent. 
A definitive compilation of the national lumber cut in calendar year 
1953 is not yet available, but it is gener: ally agreed that production 
droppe ‘d around 5 percent below that in 1952 

There are many problems and issues in the pricing, marketing, and 
other related phases of the national forest tiboher business. Such 
problems might be expected in any type of expanding activity or 
business, public or private. Obivously, $70 million in annual sales 
could not be attained without substantial confidence on the part of 
timber purchasers that prices and sales conditions are equitable and 
reasonable, 

The Forest Service does not claim infallible judgment in making 
its determinations of appraised timber values, but we think we have 
a good batting average. We want to avoid any aspect of complacency 
or inflexibility. We believe that part of our job is to get the best 
possible returns for the public from the sale of Government timber 
with due regard to sound silviculture, sustained yield, multiple use, 
and support of dependent communities and industries. 

We believe that in the long run the best yields both monetary and 
otherwise from the national forest timber business will come from a 
vigorous, healthy, and prosperous timber industry. 

A tabulation of volume, value, and average value of the national 
forest timber cut for each fiscal year beginning with 1946 and includ- 
ing the first half of fiscal year 1954 is available for the record. That 
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table is on the back of this statement. Mr. McRorey has a chart 
which he will hold up. 
(The chart is as follows:) 


National forest timber cut 


- Thousand \verag 
Fiscal year } ae Value value per 
woard-feet thou 5 
1946 : 2. 729, 708 $11, 490, 318 $4 
1947 3, 834, 588 16, 399, 890 4.28 
194s 3, 758, SS 21, 054, 111 60 
1949 3, 740, 8 28, 749, 007 7. 69 
1950 3, 501, 937 30, 714, 292 8. 77 
1951 4. G88, 280 47. 816, 389 10. 20 
1952 4, 418, 530 59, 341, 209 13. 43 
1953 5. 160, 355 70 ( 2 13, 68 
Ist half of 1954 4, 44, 279 $2, 195, 574 12. 18 


Mr. Mason. Briefly, this tabulation shows an expansion in the an- 
nual rate of cut from 2.7 to 5.2 billion board feet. It shows an increase 
in revenues from ae to $70,600,000, The average value of 
timebr cut has moved from $4.21 per thousand board feet to a high of 
$13.68 in fiscal year 1953. In the first half of fiscal year 1954, the 
average value of timber cut has dropped to $12.18 per thousand board 
feet, a reduction of $1.50 per thousand, or 11 percent. This decline in 
the average value of timber cut is concrete evidence of the recognition 
in Forest Service stumpage rates in response to recent industry trends. 

National forest timber is sold under authorizations and provisions 
of the act of June 4, 1897 (16 U. S. C. 476). This act sets up sound 
basic authority for the conduct of timber sales with the exercise of 
administrative judgment in adjusting sale policies and procedures to 
meet the varied conditions in the many forest regions and as market- 
ing conditions shift over the years. 

Among other things, this act provides that timber be sold for not 
less than the appraised value. In order to comply with this provision 
of the statute, the Forest Service must make a value determination 
before offering timber for sale. Appraised value as used in the statute 
has always been interpreted to be fair market value, that is, the price 
arrived at by a willing buyer and a willing seller. 

It is generally recognized by the courts and valuation authorities 
that the strongest evidence of fair market value is obtained from com- 
parable transaction evidence. The particular problem in determining 
the fair market value for a given tract is that its timber quality and 
logging conditions are never identical with any other tract. 

There can be no standard measure of standing timber value such as 
there is for most commodities of commerce. It is, therefore, neces- 
sary to use analytical appraisal to measure the timber quality and the 
operating costs for each individual offering and to « ‘ompare such find- 
ings with similar analysis of recent timber transactions in the general 
vicinity in order to reach an estimate of the fair market value for any 

given tract. 

An additional problems in timber valuation is that it is difficult 
and frequently impossible to obtain all essential and pertinent informa- 
tion on the details of transactions in timber. In the Western States, 
there are now relatively few sales of private timber. Often the con- 
sideration involved in private stumpage transactions is not revealed. 
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Even when the lump-sum price or the rates per board foot by species 
is obtainable other vital information is not available to the Forest 
Service. Hence, sales of national forest and other public timber, all 
of which is generally sold through public competitive bidding, offers 
the best record of transactions for use by timber appraisers. 

It is important to bear in mind that even these transactions must 
be carefully analyzed to be useful in judging the value of other com- 
parable tracts of timber. 

Our information on private stumpage transactions indicates that 
prices fall both above and below advertised rates for national forest 
sales. In the past, there has been a considerable volume of private 
stumpage sales in the West where the seller was not in a good bar- 
gaining position because of a needy financial position or through lack 
of knowledge. 

This condition resulted in some sales at substantially less than 
intrinsic worth. The Forest Service considers a part of its job is to 
see to it that national forest timber is not sold at less than its intrinsic 
worth. As far as we can determine, well managed private timber is 
not available for purchase at rates substantially less than advertised 

rates for comparable national forest timber. 

The Forest Service system of timber appraisals has been designed 
to cope with these conditions. It has now been in operation for ap- 
pproxiamtely 50 years. The basic method has not been changed, but 
there has been a continuous process of adjustment, refinement, and im- 
provement in the application of the method over the years. Our 
constant aim is to develop methods to insure equitable determination 
of the fair market value of standing timber. We have now a project 
under way for a comprehensive review and restatement of our ap- 
praisal procedure. 

As a part of this job, we have scheduled meetings with industry 
representatives. By far the most dynamic and difficult period in the 
history of timber appraisal started with the termination of OPA price 
controls in December 1946 and is still continuing. 

In brief, the method of timber appraisal developed and used by the 
Forest Service requires a determination of three major factors as 
follows: 

The selling value of the products to be manufactured from the 
timber to be cut. Typicaly, the end product is lumber, but where 
appropriate the end product to be evaluated may be some other form 
such as posts, poles, shingles, or staves. In reaching this determina- 
tion, the quality of the timber is considered in order to estimate the 
resulting proportion of different grades of lumber or other products. 

The operating costs necessary to log timber and make the specified 
sisi t. Included are such items as all necessar y direct expenditures, 
plant and equipment depreciation, supervision and executive expense, 
taxes on plant and equipment, and payroll and workmen’s compensa- 
tion assessments. Under the Forest Service procedure, interest on bor- 
rowed capital and State or Federal income taxes are not included in 
To ing costs. 

An allowance for profit, risk, interest, and income taxes. This 
diene’ is usually gaged by application of what is generally termed 
a profit ratio in the « -alculation, the details of which will be explained 
later. The profit ratio to be applied in an individual appraisal is 
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determined from analysis of other comparable transactions in the 
vicinity. 

In the arithmetic of an appraisal all 3 of these determinations are 
reduced to a rate per unit of appropriate measure, generally per 1,000 
board foot log scale. The costs of production are subtracted from the 
selling value to obtain what the Forest Service terms conversion value. 
This conversion value is then divided between an allowance for profit, 
and so forth, to the purchaser and a stumpage fee to the Government. 

This division of conversion value between profit allowance and 
stumpage fee is undoubtedly the most controversial phase of timber 
appraisal. It is essentially a matter of expert judgment. In general, 
the Forest Service has found that the use of profit ratios is the best 
method yet devised for a guide to the appraiser's judgment to obtain 
consistent stumpage appraisals. 

The profit ratio is the quotient of the profit allowance in dollars 
per 1,000 board-feet divided by operating costs plus paleepeae It is 
a common measure used in business analysis. It can be calculated 
for most corporations which release annual statements. The difference 
between sales and costs before income taxes and interest is the equiva- 
lent of the Forest Service profit allowance. This difference divided 
by such costs before income taxes and interest is the profit ratio of 
the company. 

Such ratios are recognized as an excellent measure to compare the 
performance among companies in the same industry or to make com- 
parisons between industries. It is used by the Fores Service to 
compare the profit allowance for the timber under appraisal with 
the indicated profit margin in actual comparable transactions and to 
compare pro fit allowances for a series of comparable appraisals. 

There are a number of important principles and procedures in 
connection with Forest Service appraisals which should be cle arly 
— rstood : 

Appraisals are aimed to reflect selling values and costs of an 
ia ition of average efficiency in the general region or vicinity. The 
Forest Service does not believe that the public should share in returns 
obtained from extraordinary efficiency, nor does it propose to subsidize 
inefliciency through excessive cost allowances or abnormally low 
selling values. 

Forest Service timber sale contracts provide that the cost and 
selling value records of purchasers shall be available for inspection 
of qualified and designated forest officers on a confidential basis. 
Such information is under continuous and systematic study. It is 
a principal means through which our cost and selling value data are 
— up to date. 

A prime objective in all Forest Service timber appraisal work 
is ta treat all applicants and purchasers consistently and impartially. 
Consistency in results after allowances for adjustments to reduce 
individual cases to a comparable basis is imperative. In this sense 
all Forest Service pricing actions are interrelated. 

The Forest Service discusses its appraisals when requested with 
applicants and purchasers. Such discussions are frequently of a 
highly detailed nature. The Forest Service will not make available 
details which may disclose cost or selling value information to others 
on individual operations. It is expected that those who raise detailed 
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issues on costs or selling values lay their comparable data and esti- 
mates on the discussion table in the same manner and degree that 
they request from the Forest Service. 

5. Appraisal details are estimates which are not guaranteed to be 
the costs or returns the purchaser will actually experience. The pri- 
mary purposes of an appraisal is to analyze the intrinsic quality and 
operating costs for the subject timber so as to permit comparison with 
other comparable offerings and transactions in order to reach a 
determination of fair market value. 

6. The costs and selling values used in appraisals are based on re- 
sults experienced during a specified time period. This is done so that 
there will be a definite point of reference to check the appraiser’s work 
and to make possible comparisons between tracts. Allowances for 
future trends in the industry as evidenced by the judgment of pur- 
chasers in the most recent transaction evidence are made through 
adjustment in profit allowances. In recent years when costs and 
selling values have been shifting rapidly, every effort is being made to 
have the specified time period reflect current levels of cost and selling 
values. 

7. Skyrocket and desperation bids are not used in analyzing and 
determining profit ratios. One of the most spectacular phases of 
the lumber industry in recent years has been the excessively high bids, 
twice or more advertised rates, for a good many national forest timber 
offerings. Some reasons for such bidding may be readily apparent 
but generally the full story is complex and obscure. 

8. One means devised by the Forest Service to keep stumpage rates 
iu step with current lumber price trends is a quarterly retroactive 
price adjustment under which stumpage rates for each quarter are 
adjusted to the index of lumber selling values experienced during that 
quarter. This system is available for use throughout the western pine 
area where the Western Pine Association index is generally recognized 
as a good measure of price trends. When first put into effect in 1949, 
40 percent of the shift in this index was reflected in stumpage price 
adjustments. This percentage was increased to 50 within the last 6 
months. With prospects of declining lumber prices this increase will 
give more relief to purchasers. 

9. Short-term sales and rate redeterminations of longer term sales 
reduce risks of violent drops in market value of stumpage. Likewise, 
this system reduces or eliminates the opportunity of our timber pur- 
chasers to obtain speculative gains through sudden upward move- 
ments in stumpage market values. It is a well known fact that some 
very large profits have been realized by holders and operators of 
private stumpage acquired prior to 1946. Section 117-k of the 
Internal Revenue Code makes it possible for such operators as they 
cut their timber to treat these increases in stumpage values as capital 
gains rather than current income. 

The general marketing policy of the Forest Service can be expressed 
in a single sentence: Build the cut up to full sustained yield cutting 
capacity, working circle by working circle. Total sustained yield 
cutting capacity of the national forests is estimated at about 6.9 billion 
feet annually. ‘This is based on present levels of management and 
utilization. 
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Under intensive management with remedial measures to build up 
understocked stands and to salvage mortality now being lost together 
with fuller scale utilization by industry which would provide m: arkets 
for smaller sized and material otherwise with little or no market, the 
present allowable cut can perhaps ultimately be doubled. We tenta- 
tively estimate it will be expanded to the neighborhood of 11 billion 
feet annually with developments and improvements now on the hori- 
Zon. 

The Forest Service aims to do everything possible to materialize 
such progress as quickly as possible. 

A prerequisite for cutting of full sustained yield capacity is an 
adequate transportation system. The needs for more timber access 
roads to open up inaccessible national-forest timber are well known 
and self-evident. These access road needs are receiving considerable 
attention both by Congress and by industry so that it would be repeti- 
tious to discuss this problem i in detail here. It should be noted that 
our goal of more intensive timber management will require a more 
intensive road system. 

Another very practical consideration in attaining full sustained 
yield cutting capacity is provision for doing the necessary work of 
sale preparation and administration. Obviously, a rate of cutting 

cannot be maintained which will cost more than the funds available 
for this purpose. In fiscal year 1953, a substantial increase in funds 
for timber sale preparation ‘and administration was made to increase 
the rate of cutting of national-forest timber to 5 billion board-feet. 
The cut actually attained for fiscal year 1953 was 5,160,354 M board- 
feet with a value of more than $70 million, The cut in fiscal year 1952 
was 4.4 billion feet with a value of $59 million. For fiscal year 1954, 
there was a minor increase to prov ide for a cut of 5.2 billion feet. The 
cut for the first half of this fiscal year is 200 million board-feet more 
than for the corresponding period in fiscal year 1953. Thus the Forest 
Service timber sale business is functioning at substantially more than 
its current rated and financial capacity. 

The size of national-forest timber offerings is varied to meet the 
requirements of the we classes of purchasers. About 25,000 
sales are made each ye Around 20,000 sales are for less than $100 
in value, about 4,000 ll are between $100 and $5,000 and close to 
1,000 are for more than $5,000 in value. The objective 1 is, so far as 
possible, to give each class of purchaser bidding opportunities on a 
type of sale suitable to his requirements. The ‘purch: ser must con- 
struct a considerable mileage of roads for most of our larger offerings. 
The amount of such road construction which unavoidably must ‘be 
done by the purchaser is one of the controlling factors in the size and 
duration of such sale offerings. Obviously a suflicient amount of 
timber must be offered to justify these road expenditures. 

Where local operators are not equipped or financed to do requisite 
road construction, public-road construction is necessary. The cost of 
such public-road construction is recovered in the elimination of road- 
construction allowances from the determination of costs of operation 
in the appraisal calculation. 

National-forest marking practices are designed to reduce mortality, 
to improve growth and stand composition, ‘and to obtain regenera- 
tion. M: king rules are adjusted to best attain these objectives under 
the many variations in types and stand conditions existing on the 
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national forest. The typical situation in the western national forests 
is to make an initial cut in mature to overmature timber. In the 
Douglas-fir region of western Oregon and Washington, clear cutting 
by blocks is practiced. In the western-pine areas where tree selection 
is practicable and silviculturally desirable, emphasis is now placed on 
an initial light cut to remove poor-risk timber. It makes it possible 
more rapidly to get over the extensive areas with little if any positive 

increment. 

Instead of stagnation or less of volume, a low rate of growth but 
of high quality will be realized on stands thus cut. These light initial 
cuts will be followed in about 15 to 20 years by regular harvest cut, 
either a selective cutting to remove the mature timber or small patch 
clear cutting depending on the regereration needs of the stand. 

The marking system specified for a given timber tract is taken into 
account in setting the appraised price of the timber to be cut. Gen- 
erally, poor risk marking yields a higher quality of logs than would 
be obtained from clear cutting the same stand. Light. cuts per acre 

result in higher costs per thousand board feet for roads and other 
improvements that are fixed per acre. Selling values and logging 
costs in the appraisal are adjusted for these conditions. 

Thus, if marking policies are modified to develop heavier cuts ond 
acre or a larger proportion of high quality timber, appraised timber 

rates must be accordingly adjusted. Adjustment of marking is not 
an appropriate method to settle differences of opinion on stumpage 
rates. 

In concluding, I would like to assure the committee that the Forest 
Service is keenly aware of its important responsibility of conducting 
the national forest timber business in an efficient and equitable manner. 
A major segment of the lumber industry and many western communi- 
ties are dependent on the continuing purchase of national forest 
stumpage under workable contracts. Harvesting of timber at the 
right time and in the proper manner is the objective of forestry and 
disruption of it should be combatted in a different manner but with 
the same vigor as we fight destructive forest fires and pests. A vigor- 
ous forest industry with profit opportunities comparable to those in 
other healthy fields of endeavor is needed to develop and utilize the 
national forests. 

Mr. D’Ewarr. Mr. Mason, you have heard the discussion on the 
difficulties the operators are having in obtaining the objectives, in 
1 case, of a 16-percent profit. Do you agree with those discussions 
and the presentations that have been made to the committee ? 

Mr. Mason. I didn’t quite get your question, Mr. Chairman. Do 
you mean where we allowed 16 percent profit, whether they earned it? 

Mr. D’Ewarr. The presentation to the committee has been more, 
I believe, in the case of every witness, that the profit was practically 
nil. I will divide my question into two parts. Is 16 percent the 
figure that you generally set up for a profit, and, second, what do you 
do when they are unable to arrive at that objective ? 

Mr. Mason. Sixteen percent is used in some cases. We use a varia- 
ble profit ratio in different parts of the country. In California, in 
ponderosa pine right now, they are working with a 12- to 14-percent 
profit ratio. In white fir, which isa problem species, I guess we would 
use up to 15 percent, if it were possible. We take it down to 8 where 
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we have the minimum prices, and we get the prorating road costs 
chargeable to white fir to the other species. 

As pointed out, in Idaho and Montana we have a 16-percent profit 
ratio in some of our appraisals and go up to 18 and 20 for this bug- 
killed spruce for that insect-control project. 

Mr. D’Ewarr. The second part of the question was what do you do 
about it when the operator, according to your own examination of his 
books, is not reaching that profit ratio. 

Mr. Mason. There has been considerable discussion about the ex- 
amination of operators’ books to check on his profit position. I would 
say that the purpose of examination of operatiors’ records is to as- 
certain operating costs and selling values. We are not seeking to 
either guarantee or regulate profits. If the costs—if the examination 
of the operators’ records indicates that we have been underestimating 
or overestimating costs, in future appraisals that is the way we try to 
keep on the beam. 

But if the operator makes more, that is his business. We are not 
trying to recapture it in future sales. If he makes less, we don’t 
guarantee it. 

Mr. D’Ewarr. Do you, in establishing a stumpage basis, take into 
consideration 117-K? 

Mr. Mason. No; I don’t see where we could. As pointed out, and 
contrary to some statements here, the extreme bids we don’t use in 
determining profit ratios. Some of those bids, perhaps, are due 
to the 117-K. 

We have had a good many instances where we have had extreme bids 
from 2 or 3 people, and all of the participants would bid the timber up, 
none of whom own a substantial amount of timber and can benefit 
from 117-K. 

Mr. D’Ewarr. The statement was made by practically every wit- 
ness that bids because of 117—K were often made above the figure they 
would otherwise make, and that you took those bids into considera- 
tion in determining the cost factor. 

Mr. Mason. Of course it is entirely a speculative matter to say 
whether a bidder is bidding for 117-K or not. I don’t think anyone 
can prove that one way or the other. 

Mr. D’Ewarr. My impression is it is rather of universal practice in 
order to take advantage of that item in the income tax. 

Mr. Mason. Mr. Chairman, I would like to say to that that the 
117-K matter is a problem. 

Mr. D’Ewarr. Why do you not include interest as a cost of 
operation ¢ 

Mr. Mason. The reason for that is to put all our appraisals on a 
common denominator basis. It is a fact in business life that some 
businesses are operated with no borrowed money, and all equity 
capital, some have bounded indebtedness, some have bank loans, and 
so forth. We know that. And the allowance to take care of that 
is supposed to be in the profit and risk allowance. In setting up our 
cost of operation, we get them all on a common denominator basis by 
figuring it is all equity capital. That is all. You take the published 
report of most any corporation, and they will not show any risk there 
in determining their cost of sales. That comes down in a later part 
of the calculation. 
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Mr. D’Ewarr. The income-tax collector allows it as a cost of 
business. 

Mr. Mason. That is correct. 

Mr. D’Ewarr. And it very definitely is a cost of business. 

Mr. Mason. Yes; it isa cost. As 1 said in my statement, our profit 
and risk allowance includes interest and income taxes. 

Mr. D’Ewarr. I have one more question. In making your initial 
cuts, do you take that operation into consideration when making an 
appraisal for initial stumpage ¢ 

Mr. Mason. Absolutely, both in road costs and lumber-selling value. 

Mr. D’Ewarr. The witnesses before the committee seemed to feel 
rather generally that was not the cas2, and that was one of the 
difficulties. * ’ 

Mr. Mason. If I understood the witnesses before the committee, 
perhaps some of them felt we do not even attempt to do it. I want to 
assure them that they are wrong. I think most of them felt that the 
actual practice in the field failed to adequately reflect these things. 

Mr. D’Ewarr. Do you agree with the witnesses that at the present 
time the logging operators are not on a profitable enough basis to 
proceed with further purchases of timber from the forests? 

Mr. Mason. What was the last word ¢ 

Mr. D’Ewarr. From the forests, the national forests. The presen- 
tation was made here that they were going broke, and that they could 
not continue in operation, that you needed ‘them to harvest your timber, 
and that present practices would drive them out of the business. 

Mr. Mason. No; I cannot agree tothat. I might say that our prob- 
lems at the moment are how to take care of pressures for more sales in 
a lot of specific areas, than we have the means to finance. This record 
of cut shows an increasing cut. We are selling slightly more than the 
amount of timber we are financed for. We still are getting competi- 
tive bidding. On the bidding situation the first part of 1954, I am 
really somewhat surprised at the degree of competition we have been 
getting on the west coast. 

Mr. D’Ewarrt. In figuring costs, do you use the same basis as the 
income-tax people? For instance, depreciation. Do you use the same 
basis that they do for your depreciation on equipment ¢ 

Mr. Mason. I think that is generally so. That is a detail I can’t 
answer you positively on. I think in general we accept the same 
depreciation periods and rate of writeoffs and so forth as the income- 
tax people do. 

Mr. D’Ewarr. If the Congress sees fit in this session to increase the 
rate of depreciation, would you follow that factor in your appraisals 4 

Mr. Mason. I haven't given that consideration. Frankly, offhand, 
I would probably say “No,” for this reason: Yau take a piece of equip- 
ment with a 5-year life, well, let’s make it 10 years. A normal life of 
10 years. Which has been the common practice of income tax and 
industry. Under a new tax law you get the right to write that off in 
5 years. As far as the income-tax people are concerned, when you 
get that written off in 5 years, then your rate of taxation will increase 
so that they will catch up with you. 

If the thing really has a life of 10 years, if that is the best estimate 
of its life, we feel it should be written off in 10 years, because we don’t 
know whether we are going to have this man for a customer for 10 
years. 
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Mr. Eneoir. They would follow it if it were specifically applicable 
to timber sales in national forests, whether they liked it or not. 

Mr. D’Ewart. I did not mean for income-tax purposes. I meant 
for appraisal purposes. 

Mr. Mason. It was just a section of the income-tax law. The 
answer I have given you is my preliminary answer to it. It isn’t a 
mature thought answer. 

Mr. D’Ewarr. There is quite a lot of timber sold from State lands 
in the area under your management, is there ¢ 

Mr. Mason. The States of Washington, Idaho, in particular, and 
Montana. 

Mr. D’Ewarr. Do your appraisal values follow theirs as to cost / 

Mr. Mason. Some of the States, I think, have been somewhat under 
us. 

Mr. D’Ewarr. How about the railroad lands? 

Mr. Mason. The railroad lands, I think you will find that the two 
principal timber-owning railroads, the Northern Paeifie and the 
Southern Pacific, are very close to us. 

Mr. D’Ewart. Mr. Engle? 

Mr. Eneie. Would you agree generally, Mr. Mason, to the proposi 
tion that if the Federal Government gets a fair price for its timber, 
that it is none of the Government’s business, particularly, how much 
money a man makes? 

Mr. Mason. Yes, sir. 

Mr. EnGier. If you agree with that proposition, why do you put so 
much emphasis on this matter of fixing a man’s profit ¢ 

Mr. Mason. As part of the appraisal procedure, we have to make 
an estimate of what current rates of profit are in the industry. We 
think, and here is where we probably have more difference with these 
people that’ have been here than anything else, the measure of profits 
can best be gotten from analysis of transactions. We don’t use in- 
spection of company books to determine what profits should be made. 

Mr. Eneir. Yes; but in reading your statement the fixing of profits 
is 1 of the 3 items in the appraisal procedure. I say that if it 1s true 
that when the Government gets a fair price for its timber, it is not 
the Government’s business how much profit a man makes, that the 
Federal agencies are completely outside of their province when they 
start poking around in a fellow’s books to find out whether he makes 
10 percent or 20 percent. 

Mr. Mason. We don’t look at the company’s books. 

Mr. Enewr. Let us assume that, as an individual, I owned 160 mil- 


lion acres of land in this country, and I was selling my timber. I 
would not give a hoot what a fellow made if the price that I got 
was fair for my timber. And I would not be checking through his 


books to find out about it. What I am saying is, that there must 
be procedures for the Government to protect itself, through a fair 
price, without going into the proposition of completely subordinating 
these operations to Government surveillance. Let us take this last 
gentleman who was on the witness stand here, Mr. Ready. Do you 
think that is healthy for industry to be in that kind of position with 
the Government, where it marches in and the Government so-called 
specialists have proven themselves inexpert, if not incompetent, by 
overestimating the value of the stumpage 100 percent on the main 
item and 300 percent on the small item, and then he has to come, 
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crawling and whining, and say “Please, Mr. Forest Service, I am 
going broke. Use your great discretion and give me a profit.” 

Whereupon, the whole business is revised—thousands and thousands 
and hundreds of thousands of dollars in order to take care of the 
profit. Do you think that is a healthy thing! Does that sound like 
sound business to you 4 

Mr. Mason. I do not know the circumstances of Mr. Ready’s case. 
I have never seen the papers on that. It was a case that was done 
under decentralized authority in region 1. 

Mr. Enere. I know, but without passing on the merits of lack of 
merits of that particular case, but just assume for the purpose of our 
discussion the thing that happened which Mr. Ready said happened 
and which I assume in general terms, at least, is true; do you think 
that is a healthy way, a healthy relationship between Government and 
industry in dealing with a great natural resource of this country ! 

Mr. Mason. As I say, I do not know the circumstances on why that 
timber was appraised so high and then reduced at the first reappraisal. 

Mr. Enctie. But you are not answering my question. What I am 
asking you is whether or not you think that is a healthy relationship 
between the industry and the Government in the management of this 
great resource. 

Mr. Mason. If we got off as far as we apparently did in appraising 
that timber, that is very poor performance; I will say that. If we 
performed properly and got the price in the first place, I don’t see 
where there is any difficulty about it. 

Mr. Encir. What disturbs me, Mr. Mason, is the relationship that 
is growing and getting broader and deeper between the lumber in- 
dustry and the Government officials in the man: igement of this natural 
resource. There is something wrong when that kind of performance 
is going on, not just in Mr. Ready’s case, but in innumerable instances 
throughout the country. 

Now, what is the matter with this proposition: Where bona fide 
competition exists, the competitive price set after free, open, and 
public bidding is the fair price to the Government. Is there anything 
wrong with that statement ? 

Mr. Mason. Of course, you recognize the current law we sell under 
requires us to make a current value determination before we advertise. 

Mr. Encie. That is why we are having this hearing, because this 
Congress has the power to change the law. That is the purpose of 
congressional hearings, to determine whether or not the public interest 
requires a change in the law. 

Since you are the executive agency here involved, I am just asking 
your opinion, if there is anything wrong with the proposition that 
where there is bona fide bidding, if the price is the price set by free, 
open, and competitive public bidding, is that a fair price to the 
Government ¢ 

Mr. Mason. If it should turn out that way, there would be diffi- 
culty in being sure in advance whether you are going to have bona 
fide bidding. From experience in timber offerings, we sometimes 
get fooled in our expectations. I can tell you that. 

Personally, I feel the present provision in the law which requires 
the valuation determination first is a good one. 
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Mr. Eneie. Would you see anything wrong with the other sys- 
tem, if we just wrote in that principle, that whenever bona fide bid- 
ding, free, open, and public, was engaged in for public timber, the 
price set at bidding would be the price at which the timber be sold # 
Is there anything wrong with that? 

Mr. Mason. I think it would be quite advisable to have some mini- 
mum below which you will not sell, in case you do not get as much 
competition as might normally be expected. 

Mr. Enate. In other words, you would put a floor in? 

Mr. Mason. That is correct. 

Mr. Eneie. But aside from putting the floor, you would say that 
the public-bidding method would not be unwarranted ‘ It would 
be like an agency that would say, “Well, we have to reserve the rights 
to reject any and all bids,” as so often happens. 

Mr. Mason. We include that in every adve rtisement now. 

Mr. ENGLE. Of course, the objection is that your minimum is too 
high. ‘That is where the objection is. These people take the position 
that the Federal Government is deliberately starving the industry. 
Is that true ¢ 

Mr. Mason. Absolutely not, as far as the Forest Service is con- 
cerned. We are absolutely sincere in wanting to build our cut up to 
a full, allowable cut. As mangers of the property, we think that 
certail transportation facilities are necessary before we expand to 
the full, allowable cut. Otherwise, we will be cutting off the face 
and just have the high-elevation timber left and have seasonal opera- 
tions and a lot of other difficulties. 

We need this skeleton transportation system. As far as the Forest 
Service is concerned, we have expanded our cut as rapidly as the 
Budget Bureau and Congress has seen fit to give us funds to expand it. 

Mr. Enoue. If profit is an absolute essential to doing business, and 
I assure that is a basic statement, why do you not put the profit first 
and let the Government have what is left¢ In other words, why do 
you not turn this thing around? The way it is now, the Govern- 
ment is going to grab what they have coming, and the percentage 
is put in there for profit all right, if it shows up. But how about 
reversing it? Would you think that would be fair / 

Mr. Mason. Well, under the law at present, we are charged with 
determining fair market value. 

Mr. Enewe. I am aware of that. I am asking you whether or not 


you think it would be fair. 


Mr. Mason. We are doing the best we can to gage what this in- 
dustry’s profit level should be, through analysis of bidding. 

Mr. Eneir. The profit is at the te ail end of the scale, is it not? 

Mr. Mason. That is right. 

Mr. Eneie. How about putting the operator’s 16 percent some 
place a little higher on the totem pole there? It seems to me that 
whenever you start to consider profit as an essential, and you appar- 
ently do because on page 5 of your statement that is one of the three, 
along with operating cost and the selling value of the products, that 
an operator, if that is the way the thing is going to be done, should 
not have everything else fixed but a catch-as-catch-can program for 
the percent that is bread and butter for him. There is only one loose 
end in this proposition, and that is his profit. 

47830—54——-7 
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Now, if you can just nail that down, you will have this fixed. What 
s there unfair about that? 

Mr. Mason. Well, in part we are meeting our point. We are doing 
our best to figure out what the profit levels bidders accept are and 
allowing them. 

We take that off on the conversion value and the rest of the 
stumpage. 

Mr. Enerte. What I am saying to you is in substance that the logical 
conclusion of your method, if you follow it to the bitter end, is a 
guaranteed profit. You say you don’t do it. I admit you don’t. But 
if you are going to put profit into your figures and work it out very 

carefully and go through the man’s books with a fine-tooth comb to 
find out where he sits on it, and the percentage of 16 percent, or what- 
ever is an integral part of the determination of the stumpage price, 
then if you are going to be right about it, you have to name it down 
at the end, it seems to me, and guarantee his profit. 

Mr. Mason. You don’t mean to guarantee that he will be in the 
position of obtaining it as a result ‘of the operation. 

Mr. Encir. The way it operates now, the Government gets its 
cost of the stumpage, which is a proportion of the cost of production, 
and the operator gets the profit, if there is any. In other words, he 
has all of his fixed costs, plus a hunting license for the profit. I say 
how about doing it the other way. Let’s have the Government, since 
the Government is figuring all of this out, sit down and give his his 
percentage of profit, his percent ige for operation, and have a hunting 
license for the cost of the raw material, which is a part of the cost 
of production. What is the matter with doing that? Since you are 
running the show and calling the risk, you ought to be taking the risk 
on that. He is performing a service, when you get down to it. He is 
a service industry. That is precisely what is going to happen to the 
industry, and that is what I told the lumber industry, that if it does 
not break this hold that the Government has, they might as well lease 
out their facilities to the Forest Service and say, “For a certain per- 
centage we will agree to cut so many logs,” and let the Forest Service 
do the marketing and take the burden of it. 

That is what it is getting down to. They have been headed right 
into it. I think it is a logical consequence of this whole system. That 
is why I object to it. And I say it should be changed. There ought 
to be factors put into the handling and disposition of this timber 
resource which makes the controls automatic. And not leave it to 
some Government fellow to figure it out. 

Would you have any objection to a bill which would say that when- 
ever a written request was filed with you for the opportunity to pur- 
chase a block of timber which fell within the allowable cut of a forest 
area, that you would be obliged to put that up for sale! 

Mr. Mason. Yes. I cannot speak for the Department. I can tell 
you my own personal reaction to it. 

Mr. Encrx. What would be your objection if such a law permitted 
you to establish a reasonable minimum below which you would not be 

required to sell, and you already have those? 

Mr. Mason. Well, there are many detailed technical considerations 
of where timber should be cut, which certainly should be exercised by 
the managers of the property and not by the applicants for the timber. 
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We are trying to figure out the most logical layout, all factors con- 
sidered, of our timber sales. 

As I understand your outline there, that would take that out of our 
hands and we would have to respond to any application that came 
along, and let the purchaser pick out his own sale area, so to speak. 

Mr. Enete. Surely. You have a big mountainside of timber sitting 
out there, and I have a little sawmill. I go to you and I say, “Mr. 
Forest Service, I will take some of that.” You have a minimum of 
$15 on it, and I am willing to meet the minimum or any competitive 
level. I want 5 million or 10 million board-feet up there in that tim- 
ber; you have it there, the bugs are eating it, and old age is causing it 
to fail down. It isalsoa fire hazard. You say, “All right, we will put 
up 9 million for you, if you meet the minmium or any competitor’s 

rice, and we will sell it to you. 

What is the matter with that? 

Mr. Mason. There are a lot of things that are all right with that. 
That is, in a lot of respects, the pattern that is now followed. 

Mr. EnGie. Except you are not required to do it. 

Mr. Mason. That is right. 

Mr. Enoir. We pass a law and put that case into law so that this 
fellow can walk in to your desk and pound the table and say, “I de- 
mand you follow the law, and if you don’t I will write my Congres- 
man,” would there be anything wrong with that? 

Mr. Mason. You are going to assume that we will always have funds 
to comply with the law. It is going to take money to respond to every 
one of those. 

Mr. Enciv. We are prepared to assume that. But just assume that 
is the case. What is wrong with that? 

Mr. Mason. As I say, I think the managers of your public property, 
whoever they are, should have control of the location of sales. I don’t 
think you should give that away to sawmill operators. There are 
some circumstances right now in some working circles where we are 
not ready to sell the full allowable cut. The only way it could be 
taken is to concentrate it in one small area, and the back end of the 
working circle is not developed by roads. We have to make a dis- 
tribution of our cut. I neitia give that up to someone else to re- 
quire us where to make sales. As far as selling the full allowable 
cut, where it is possible, I don’t have any quarrel with you onthat. I 
think we should be selling the full allowable cut. 

Mr. Enere. But you would object to this bill that I am speaking of ? 

Mr. Mason. That is right. 

Mr. Encie. Because you think the authority of it would be too 
broad, is that it? 

Mr. Mason. Yes. 

Mr. Enate. I am not saying a lumber operator ought to be able to 
go out and put his finger on a map and say, “I want the timber in this 
area if I can outbid everyone for it,” but it seems to me that in the 
national forest area, or the general area, if a fellow is ready to bid for 
10 million board-feet of timber and the forest Service has it there, and 
it is within the allowable cut for sustained yield operation, that there 
ought to be something that would force the Government to put it up 
for sale. At least, to me that seems proper. The Congress is cus- 
todian of those forests. We have that property there for sale, the 
timber, and we ought to put it up for sale, 
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If a fellow is willing to pay cash money for it, I say we should not 
give it away, if he wants to pay $2 for it and it is worth $20 or $30, of 
course not, but within the framework of certain re: eee le require- 
ments it would seem to me it would be proper to say, “All right, any 
time you meet this minimum o1 any bid above it, ot have yourself 
some timber, and you can go right ahead and start cutting it.” 

That is the trouble as we have mentioned here before, about writ- 
ing this legislation. When you try to legislate the administration, 
you very often get into trouble because it is hard to meet all of the 
contingencies that may arise. 

We would certainly like to see this thing limbered up and some gen- 
eral rules applied that do not put the Government into business of 
completely supervising this lumber industry. I can see as this pri- 
vate timber is cut out, more and more of these private operators are 
going to have to come to you folks, is that right ? ¢ 

Mr. Mason. Yes, that is right. 

Mr. Eneix. And as they do, you are going to have more and more 
accountants going over their books and all of that, determining their 
price. Would it not be much wiser, if you say I am entitled to 16 
percent for cutting some timber, or 10 percent, how about me saying 
to the Forest Service, “Mr. Poweet' Service, all I want to do is run a 
sawmill. You value this 10 million board-feet and for 10 percent 
profit on whatever the valuation is, or whatever you think is the 
proper figure, you can rent my facilities.” 

For the average operator, isn’t that a lot more intelligent than 
going through all of this rigamarole, and ending up with the flexible 
item in the whole scale? Everything else is pretty well fixed, his 
costs are, and you are going to get your stumpage, whether he gets 
a dime or not, and he is the fellow hanging on to the end of the limb, 
if there is enough to hang on to. He may be shoved off. Aren’t 
you steadily moving to the proposition where the Forest Service is 
going to be right smack into the lumber business ? 

Mr. Mason. I do not think so, Mr. Engle. 

Mr. Eneiz. You have one step to go. The lumber industry is 
two moves from checkmate. Do you have any comment to make on 
their statements here? They say two things: No. 1, you appraise 
the lumber selling prices excessively high, and you appraise the cost 
of lumber operations excessively low. 

Mr. Mason. I want to say on both of those items that there is cer- 
tainly no policy or instructions to do so from this office and I am sure 
from the regional foresters office to the forest supervisor. Instruc- 
tions from this office are to do the job just as right as they can. 
It is a question of detail. We have a highly decentralized organiza- 
tion. The cost statements for the California region and the general 
policies on that are made in our San Francisco office. They are not 
referred to us in Washington for approval. 

We receive a copy but that is all. In those differences of opinion, 
we want to continue to work with our customers, industry groups, 
and so forth, to get them reconciled. I don’t think you will ever get 
complete agreement on those things, but that is our policy—to try 
to do them right and to work toward reconciliation. 

Mr. Enate. Is it true that the stumpage prices that you people 
charge is from 2 to 3 times the price for equivalent stumpage sold 
from private owner to private owner ? 
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Mr. Mason. I certainly disagree with Mr. Ready’s statement to 
that effect. I might cite a statement in the California Chamber of 
Commerce interim report that he furnished the committee. 

I am reading from page 20 of that report, which is as follows: I 
will read quite a bit of it so I will not quote it out of context. This 
is the statement from the State chamber of commerce report: 

We have consulted a number of sources for information as to the prices of 
private stocks, 

They mean stumpage here. 

Though we lack a great deal of having discussed this with a sufficient number 
of parties. The consensus so far has been that the price of private stumpage 
is somewhat below those for comparable Government stocks. However, several 
persons close to the situation have pointed out that the average of prices on 
the open market are reduced moderately by uninformed sellers who are selling 
small tracts or who are trying to dispose of estates. Prices received by informed 
sellers appear to have been nearly or quite as high as Government prices. 

We have found a few cases where private parties have gotten higher prices 
than Government prices for comparable stocks. 

Mr. Encir. Do you have any system set up in your agency for tak- 
ing into consideration an index of the price of stumpage in private 
sales in order to consider that bearing on stumpage prices which you 
people charge in the same area ¢ 

Mr. Mason. No; we don’t have an index. As I said in my state 
ment, the area sales information on private sales is extremely limited. 
We would like to have such an index. But we haven’t enough infor- 
mation tomakeanindex. That isthe basic answer. 

Mr. Young. Will the gentleman yieid ? 

Mr. Enair. Yes. 

Mr. Youna. But you do use an index on what other industries in 
that vicinity—you do use a profit index of other industries in that 

vicinity to determine what profit you feel the lumber industry should 
make, is that right ? 

Mr. Mason. That is not quite correct. 

Mr. Youne. I thought something like that was included in your 
statement here, that you looked at comparable industries in that 
vicinity. 

Mr. Mason. We confine that at the moment to inspection, analysis 
of bids on other sales of timber. We have not analyzed profit ratios 
in mining industries or things like that, if that is what you mean. 

Mr. Enatr. Do you have any objection to legislation which would 
provide for procedures establishing arbitration boards to settle con- 
troversies in connection with timber purchasers / 

Mr. Mason. The Department has indorsed the recommended enact- 
ment of the Aiken bill. That is S. 2548. That includes a provision 
for reviews and appeals to courts. That would include timber sale 
transactions, if it should be enacted. 

Mr. Ener. Do you say that would include timber sale transactions ? 

Mr. Mason. That is right. 

Mr. Enate. I wasn't aware of that. I thought it was relating to 
grazing. 

Mr. Mason. It has been broadened. 

Mr. Enéix. Do you pursue a policy of thin marking because you 
assume that is more efficient forestry, or do you agree with these wit- 
nesses that the Forest Service be marked more heavily ? 
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Mr. Mason. No; I don’t agree with the witnesses. We are trying 
to do the best job of forestry under the different conditions that we 
know how to do, and as economically feasible. Again, that is a 
matter of detail out on the ground. As I stated, we are doing a rather 
jarge amount of our cutting in the pine territory of the West on this 
poor risk marking basis. We also do some heavy cutting. Mr. 
Manter said he was getting a cut of 65 or 70 percent, which is more 
certainly, than a poor risk managing. We are working now on a 
system we call unit area control method, which we have not gotten into 
application, but we think it gives promise of being a better system 
than we developed heretofore in the pine territory, which is essentially 
a system of very small clear cuts, where you have overmature timber, 
to get regeneration, and where you have intermediate sized stands, to 
make an improvement cut in that area and so forth. 

A lot of our pine stands, and we think of them in uneven-aged 
forests, really are in mosaics of very small patches of even-aged 
forests. We are trying to develop a system to work with that 
constantly. 

Mr. Eneie. You realize it works a great hardship on the industry, 
do you not, to go through these thin cuts and drag their equipment 
around / 

Mr. Mason. We are trying to price all of our timber right accord- 
ing to the way we mark it. I wouldn’t say it is a hardship on the 
industry. Where it involves added costs, it is coming out of the 
Treasury, not out of the operator. 

Mr. Enatr. You mean it is supposed to. But I understand, though, 
that you don’t actually list those additional cost factors as applicable 
to these particular sales, and that the Forest Service does not con- 
cede that it is more expensive to cut Forest Service timber than it is 
private timber. 

Mr. Mason. Well, you are getting back into some details, Mr. Engle. 
I don’t agree with that. 

Mr. Eneix. Do you concede it? 

Mr. Mason. No, sir. 

Mr. Eneie. You do not concede that it is more expensive? 

Mr. Mason. On that? Sometimes it might be, and sometimes it 
may not be, All I want to say is that our instructions are to take full 
account of all the measurable factors and get them in an appraisal. 
It is a matter of opinion whether we do that or not, and in each indi- 
vidual circumstance. But certainly our instructions to our people 
doing the job is to take cognizance of everything. 

Mr. Enatx. Do you think it is right to force ‘the lumber consumers 
to pay the costs of roads which are built into the national forest on 
standards far higher than those lumber operators would build for 
their own use, unless the "vy were required to build those roads to higher 
standards by the Forest Service ? 

Mr. Mason. With regard to the subject of roads, we are making 
more and more detailed specifications so that the purchaser knows 
exactly his road obligation, road construction obligations. 

Mr. Ener. I know about that. You are not answering the ques- 
tion, Mr. Mason. What has happened here is this: The Forest Serv- 
ice sets road standards. Of course, they have in mind building them- 
selves a road system back into the national forests, which ought to be 
a charge against the general taxpayers, because they are for uses 
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other than the harvesting of timber. For instance, they are for recre- 
ation, and all of that. So you put those standards through, and you 
deduct that from the stumpage price, but somebody pays it, and it 
goes into the cost of this operation as a lumberman’s operation. It 
is reflected in the cost of his lumber, and some home builder out here 
is paying it instead of thé general taxpayer. 1 ask you whether or 
not that is right. Why do you not just say, “Build the road you need 
to get your timber out, and we are not going to call for 4 inches of 
rock, and 4 inches of asphalt on top of that, 12 feet wide, with cement 
or metal culverts, and sloped sides on the road or anything like that. 

You know how these lumber operators go. When they get ready 
to build a road, they run a bulldozer along and pretty soon they have 
a road. But that isn’t the kind of road that the Forest Service re- 
quires. It is 4 inches of rock and 4 inches of asphalt, and all of this, 
and fancy culverts and design and all of that. 

I say that whatever other thing you would say about it, I am ask- 
ing you if you think that is fair to the lumber consumers who find 
that cost reflected, actually, in the cost of their houses. 

Mr. Mason. I don’t agree with the thesis that the items you men- 
tioned affect the market price of lumber. 

Mr. Enexe. How can they help but do that? They are in the cost 
of operation. That all goes into the cost of the lumber. Somebody 
pays it. 

Mr. Mason. They come out of the stumpage, Mr. Engle. 

Mr. Enete. I know, but if it comes out of the stumpage, it still 
comes out of the cost of operating some place or other. 

Mr. Mason. Sure. The cost of the operation reduces the stumpage 
price. If the industry can talk us into reducing our road standards, 
that should be reflected in our appraisals and increase the price of 
stumpage. 

Mr. Enete. What you are actually doing is building your road 
system and using a private fund for doing it without any authori- 
zation from Congress, particularly. 

Mr. Mason. Well, let me say on that particular point that the roads 
specified in our contracts are supposed to be designed for the most 
economical movement of timber and at the same time preserve the 
national forest lands from damage, from drainage, erosion, and so 
forth. We are not trying to built a recreation system of roads by our 
timber purchases. 

Mr. Enete. How much in stumpage is written off in roads every 
year, do you know? 

Mr. Mason. I would have to make a pretty wild guess at it. I 
would say that nationwide there is $2 to $3 a thousand for road allow- 
ances, perhaps. You multiply that by 5.2 billion feet and get an 
answer. I think I am saying ten or fifteen million dollars, if. I got 
the decimal point in the right place. 

Mr. Enetze. Would you say that again? How much? 

Mr. Mason. I say probably our appraisals on the average, and this 
is a guess, offhand guess, will allow $2 to $3 a thousand for road con- 
struction. If you multiply that by our present rate of cut of 5.2 
billion, you will get, if I have the decimal point right, ten to fifteen 
million dollars. 
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Mr. Enate. That is quite a sizable road-building business without 
any particular authorization from Congress. You have your hand 
right there in the till. You just keep pulling the bills out. 

Mr. Mason. Well, the operators have to build the roads to get the 
timber. A lot of that road construction, and those roads allowances, 
are spur roads, built by the operator without surveys or specifica- 
tions by the Forest Servi 

lr. Exeve. What slesait these beautiful roadways that look like 
Pennsylvania Avenue / 

Mr. Mason. I haven't seen any quite like that that are built by pur- 
chasers. 

Mr. Enate. These statements do a pretty good job of describing it. 

Mr. Mason. I think you misunderstood Mr. Ready. He did not say 
asphalt; he said fine surface rock on top. 

Mr. Eneie. Four inches of big rock and four inches of fine surface. 

Mr. Mason. Yes. 

Mr. Ener. One further question, Mr. Chairman. 

Do you agree that the Forest Service has thus far failed to adjust 
the margin allowed on prof't and risk to be in line with the general 
industrial profit / 

Mr. Mason. Well, I would say, and I will be very frank to say, that 
we have concentrated our attention in connection with this questien 
of profit and risk on what the lumber industry itself is doing, and 
have not felt it pertinent to go into other fields of activity. 

Mr. Enoie. What you are saying is that you use what you find in 
the industry and not what is the general industrial aver: we; is that 
what you said ? 

Mr. Mason. That is correct. 

Mr. Encore. That is all. Thank you Mr. Chairman. 

Mr. D’Ewart. Mr. Shuford ? 

Mr. SHUFORD. No questions. 

Mr. D’Ewarr. Mr. Young? 

Mr. Youne. Mr. Mason, do you think the present process, as fol- 
lowed by the National Forest and harvesting, is giving a yield that 
is satisfactory, or do you have any suggested improvements in view of 
the testimony that has been presented here ? 

Mr. Mason. I think our methods in general are sound. I would 
be the last one to say that we cannot keep on improving them, and so 
forth. I want to make clear we want to get to the full allowable cut 
as soon as we can. We need some more tools to get there. 

Mr. Youne. Could you recite any definite steps for improvement ? 
I take it your reference to tools would be greater congressional appro- 
priations, to be furnished additional personnel, is that right ? 

Mr. Mason. We obviously would need additional personnel to in- 
crease our rate of sales. And I also mentioned, perhaps when you 
were not here, that as managers of the property, we don’t feel it advis- 
able to expand the rate of cut much more until we get a better trans- 
ports ition system, so we can get our cut distributed properly. Other- 
wise, we will be cutting off the face of our timber and will only have 
high elevation timber left and so forth. 

As you know, most of this timber we are talking about is in the 
mountains with rather wide range of elevations. 
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Mr. Youna. Those roads would require issuing congressional ap- 
propriations before you can even put the timber up for bids; is that 
right ? 

Mr. Mason. Yes. That isa part of it. Part of them will be built 
through timber purchases as part of the sale requirements, too. 

Mr. Youna. How big a percentage would be built through timber 
purchasers ? 

Mr. Mason. Well, roughly we figure our read needs, to get the full 
allowable cut, and this is the whole Nationa! Forest system in the 48 
States, to be about $94 million of Federal funds, and expenditures on 
the part of timber purchasers of over $100 million. 

Mr. Youne. As I understand at the present time you are harvest- 
ing about 5 billion feet per year. 

Mr. Mason. That is correct. 

Mr. Youna. Were you here yesterday when one of the witnesses 
from California testified that in his opinion $75 million was lost last 
year because the allowable timber harvest had not been taken advan- 
tage of? 

Mr. Mason. Yes. 

Mr. Youne. Do you agree with that figure, or disagree? 

Mr. Mason. I disagree with it, sir. 

Mr. Youna. How violently would you disagree? What percentage 
of error would you say existed ? 

Mr. Mason. Perhaps I can clear that up, or our position, at ieast, 
by stating that last summer at the request of Senator Cordon, we pre- 
pared a tabulation showing the allowable cut and the amount cut for 
each National Forest in the United States, and the value of the cut 
realized and the value of the cut that was lost, below sustained-yield 
capacity. This tabulation which I will be glad to furnish copies 
of—— 

Mr. Youne. Could you generalize and give me the same kind of 
figure that he presented, of 75 million, or you say 5 million, or could 
you say there was no loss whatsoever? I am interested in the stand- 
point of what loss are we as a country suffering as a result of our 
inability to harvest. It seems to me we have a valuable resource that 
is disappearing. 

Mr. Mason. I agree to that fully. 

Mr. Youna. Perhaps we should get more roads in so we can har- 
vest it. I do noth think we are properly handling our resources if 
many millions of dollars are being wasted each year. 

Mr. Mason. The figure I am going to give is our estimate of the 
stumpage revenues to the United States that is being lost by the 
undercut in California. Roughly it is about $9 million. 

Mr. Youne. In other words, about an eighth of what the witness 
yesterday testified to. 

Mr. Suurorp. Will you yield right there? 

Mr. Youne. Yes. 

Mr. Suvurorp. You said that was California. How about the rest 
of the country? If we are going to lose that much because of the non- 
cutting in California, how much does the Government lose by failure 
to cut in other areas? 

Mr. Mason. This table is based on the cut in 1952, which was 5.56 
billion rather than 5.2. But our estimate for that year is approxi- 
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mately $35 million for the National Forest system of the United 
States. 

Mr. Suurorp. That is about 50 percent less than the amount the 
man testified to yesterday. 

Mr. Youna. He testified to 75 million of California, but I think 
that was the retail value of the timber whereas this is only the stump- 
age. What would the stumpage value be of $75 million worth of tim- 
ber in retail? Is retail price roughly four times stumpage ? 

Mr. Mason. That depends upon the species. We got about $25—it 
is about four times for ponderosa pine, very roughly. Yes. 

Mr. Suurorp. So his figure yesterday would “be roughly about 16 
million, I suppose, of stump: uge. So it varies almost 40 to 50 percent 
between your figures and the figures of the witness yesterday. 

Do the other figures recited by the Forest Service and private in- 
dustry differ as much, with regard to marketing, cruising, and the 
failing to harvest the yield? 

Mr. Mason. I don’t think there is any difference in respect to the 
allowable cut figures quoted to you by these witnesses. I guess you 
heard my reply to Mr. Engle in regard to private stumpage prices. 
The selling values of lumber, this western pine index, where that is 
referred to, as far as I know, as far as I can recall, the figures they 
used, I agree to. They have quoted the average prices of national- 
forest sales i in California, that so far as I can recall, are in agreement 
with our figures. 

Mr. Suurorp. As I recall, you stated there was not a great variation 
between the price paid for privately owned timber and national-forest 
timber. Is that right, in contradiction to the witness yesterday who 
said the national forest charged between 2 and 3 times as much? 

Mr. Mason. I would like to point out that I qualified that state- 
ment by saying well-managed timber. 

Mr. Suurorp. You say the Southern Pacific and Bank of America 
would sell for what well-managed timber would sell ? 

Mr. Mason. Southern Pacific, yes. 

Mr. SuHurorp. Did the witness yesterday not refer to certain sales 
made by Bank of America and Southern Pacific ? 

Mr. Mason. I do know something about Southern Pacific sales. 
I don’t know how much timber the Bank of America has or what their 
practices are. 

Mr. Sxuurorp. But still the Forest Service does not take into con- 
sideration the rate that timber brings in the surrounding area if 
sold from private sources, is that right? 

Mr. Mason. Well, I think we do, as a general matter. As I ex- 
plained in my statement, actually in figuring these : appr aisals and so 
forth, it is true we are primarily analyzing public transactions be- 
cause there is too small volume and we don’t get full information on 
the private transactions. 

Mr. Suurorp. I thought 85 percent of our timber yield in the 
country came from private sources. Is that not what the witness testi- 
fied yesterday? About 15 percent comes from the Forest Service? 
That would indicate about six times as much. 

_ Mr. Mason. I guess that is about right for California now. Their 
ftobe cut is about 5 billion feet and our cut is a little less than 700 
million. 
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Mr. Suurorp. That would hardly indicate that there were not sufli- 
cient sources of outside transactions to compare. 

Mr. Mason. Outside of the coast range, the north part of California 
is predominantly a private timber situation at the present time. That 
has been quite a lively place for timber transactions. These gentlemen 
are talking primarily, yesterday and today, those from California, 
about operations on the west slope of the Sierras, and a few on the 

2ast slope, perhaps. 

In that area there is a lot of private timber cut. The private timber 
has gotten into rather firm hands in general, except for several large 
holdings that are systematically selling their timber. So the percent 
of cut isn’t a measure of the percent of timber transactions. 

Mr. Suvurorp. How do you determine what percentage of profit 
should be given to one of these small industries. You say it varies 
with localities? What would be the range of variation / 

Mr. Mason. We don’t vary it much. Say within the State of Cali- 
fornia there is a variation in profit range. Generally profit ratios, 
because of some peculiarities of the way they get their cost of appraisal 
in north Idaho and Montana, they are somewhat higher than they are 
in California. 

Mr. Suurorp. Could you give any definite figures ? 

Mr. Mason. Yes. I gave them to Mr. Engle a little while ago. 

Mr. Suvurorp. I am sorry. I was not here. 

Mr. Mason. The general range of profit ratios for ponderosa pine 
in California at the present time in California is between 12 and 14 
percent. For white fir, which is a problem species, we have a wide 
range on that, and we allow, I believe, up to 15 percent. As the stum- 
page becomes really nominal, we come down to about 8 percent. 

As I mentioned, we have 16 percent profit ratios in Idaho and 
Montana, and we go up to 20 percent on some of the offerings designed 
to attain insect control at the present time, and the spruce bark beetle 
campaign in northern Montana. 

Mr. Suurorp. Do you know of any small lumber businesses that 
have been forced out of operation because they could not afford to 
purchase national-forest timber ? 

Mr. Mason. We noted your question about that yesterday, and 
have gotten this telegraph report from our San Francisco office in 
respect to California: 

In pine areas 1952, 27 sawmills ceased operation, all medium-sized under 10 
million except R. L. Smith at Canby and the Lassen Lumber & Box at Suzanville. 
Of those giving reasons, two bankrupt. Probably total four bankruptcies. Some 
burned, some no timber supply. During same period 22 new sawmills started 
operation, all medium-sized except Calvada. In coastal area 42 mills closed and 
35 new installations started same size classes. 

Mr. Suvurorp. If you were a timber operator, you would feel that 
the present regulations of the Forest Service were satisfac tory / 

Mr. Mason. Well, I guess I would have to say “Yes” to that. I 
wouldn’t pose as perhaps an entirely objective witness to that question. 

Mr. Suvrorp. The only improvement you could think of would 
be to get larger appropriations from Congress so you can hire more 
people and build more roads so you can get the yield that we are not 
now harvesting. Is that roughly your position? 

Mr. Mason. That is their position. Again, as I say, we want to 
work closely with industry. We are not ‘brushing aside this list of 
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things that Mr. Thompson left with the committee this morning. We 
want to talk those over and try to get them straightened out. We 
have a lot of problems; we are bound to, when we are selling $70 
million worth of timber all over the country. I don’t want to be cem- 
place about this thing at all. 

Mr. Suvrorp. Thank you, Mr. Chairman. 

Mr. D’Ewarr. Thank you very much, Mr. Mason. We hope that 
you will contact these people that appeared before this committee and 
make a real effort to understand sympathetically some of the prob- 
lems that have been presented here today and yesterday, because we do 
feel that there is a probiem here which has not been met quite as it. 
should. I am not being critical. I simply say that there are too 
many witnesses here and too much information presented for this 
committee to ignore it altogether or for you to ignore it. 

We hope that you will meet with these people and see if some of 
these difficulties with regard to pricing, with regard to marking, 
cannot be resolved. I think also the diffic ‘ulty that one man mentioned, 
the complexity of the contract, perhaps that is necessary but even on 
income-tax returns, we are trying to make them not quite so complex 
and so perhaps you can improve your contracts. 

The point I want to make is that there has been a problem pre- 
sented to this committee, and we think that the Forest Service is the 

agent of the Federal Government to meet with these people and resolve 
it the best way you possibly can. 

Mr. Mason. Thank you, Mr. Chairman. I assure you we are going 
to do exactly that. 

Mr. Eneir. My objection to that meeting is that it is not repre- 
sentative. I do not object to people who are called in, the National 
Lumber Manufacturers Association and two of the pulp outfits. I 
talked to McArdle about that. We do not feel on the Pacific coast 
and especially in California that we have too much in common with 
pulp people. The disposition is to get these things too big and take 
up too much territory and try to wrap it up with a pink ribbon. You 

cannot do that. We want to dig one posthole at a time. I am re- 
lata to the people out in my country who have been witnesses here, 
and Mr. D’Ewart’s area, and others, in the West where they are 
getting hurt by this thing. Without derrogating the people from the 
National Lumbermen’s Association I cannot understand why that 
meeting set up in April isn’t more representative. It isn’t. I want 
to say to you that the people who appeared here are only a small 
sample of the general clamor that I heard throughout my district, 
whic h is the biggest. lumber- -producing area in C alifornia. 

There are any number of fellows who would come here and say 
exactly the same thing. So, Mr. Mason, as has been indicated here, 
and I know you people do not like this very well, but they feel it does 
not do to rumple the Forest Service fur too much, especially when they 
are on the hot end of a proposition with the Forest Service, where 
they have to sit down like this fellow who was the last witness, Mr. 
Ready. You can say you do not exercise any discrimination against 
these people who will speak up and take a poke at the Forest Service. 
I would not say that you intentionally do, either. But you know as 
well as I do that those antagonisms, when they develop, have a tend- 
ency to influence the pleasant course of negotiations, and to make them 
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a little less friendly and amiable as they might be had those people not 
been perhaps quite so frank in their criticism of their administrators 

That is a human tendency. Of course, Mr. Chairman, that is a 
I was speaking to Mr. Mason here a few minutes ago about this whole 
business. I think with the relationship which is developing between 
the lumber industry and the Government in the disposition of this 
national resource, it is an unhealthy relationship, and it should not be 
that way. That is the reason, Mr. Chairman, I propose to ask this 
subcommittee and to ask the chairman of this subcommittee to take 
these fundamental policy questions to a higher level. 

I realize that Mr. Mason, who is a good and courteous public servant, 
and always has been, speaks from a philosophical st rait-jacket. How 
many years have you been in the Forest Service, Mr. Mason ? 

Mr. Mason. Twenty-nine years. 

Mr. Enere. If you do not have a pair of blinders on by this time, 
I would be surprised. These are basic questions of policy. I would 
like to see the Secretary of Agriculture or somebody at the secretarial 
level in the Department of Agriculture come before this committee 
for a discussion of basic policy matters with reference to the handling 
and disposition of the national resource in the national forests, and of 
course on the rest of the public domain when we can get around to it. 

Mr. D’Ewarr. Is there anyone here today from the Bureau of Land 
Management or the Forest Service ? 

Mr. Enatx. I want to add one other thing so it is perfectly clear 
to Mr. Mason that I intended no reflection on him at all. 

Mr. D’Ewarr. I would say that those people should also be repre- 
sented at any future hearing because there is a large percentage of 
the timber of the country cut from public domain under the Bureau 
of Land Management and a lesser percent from the Bureau of Indian 
Affairs. 

Some of the criticism was directed to those two Bureaus. I suggest 
the committee staff make the report of this hearing available to those 
two agencies. 

We thank you very much, Mr. Mason. 

Mr. Cliff ? 


STATEMENT OF EDWARD P. CLIFF, ASSISTANT CHIEF, UNITED 
STATES FOREST SERVICE 


Mr. Curr. My name is Edward P. Cliff, Assistant Chief of the 
Forest Service. I have listened to the testimony with great interest. 
I want to assure the chairman and members of the committee that 
we do take these things seriously and we take these differences of 
opinion seriously. 

We want to resolve them in the best possible way in the public inter- 
est and in the interest of sustaining a sound industry. We know that 
we need the industry in order to manage our forests. This meeting 
which is called for April is an effort to get together with some of our 
customers. We sell timber to pulpwood operators as well as lumber 
people. We initiated the meeting to get together with them to discuss 
appraisal practices and policies, some of these road problems that we 
are wrestling with, and administrative policies in handling our timber 
sales. 
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I want to assure you that meetings of this kind are not confined to 
these three national organizations. 

Mr. Enerr. That is what Mr. McArdle told me. 

Mr. Curr. This particular meeting? We are ready and willing to 
meet with any group that is representative of the customers we are 
dealing with. If the group that is represented here desires such a 
meeting, we will be glad to have it with them. We have had a series of 
meetings with the Western Pine Association, with the Pacific Log- 
ging Congress. We have set up a committee to work with the 
logging congress people on road specifications and other road problems 
and we have had a number of regional meetings with our logging 
associations. We intend to continue to have such meetings. 

These problems are not simple. They are rather complex. We are 
not dealing with a standing commodity. We are dealing with oper- 
ators of all kinds and sizes and whose circumstances are different. It 
is not easy to resolve a lot of these questions. 

As to the statements that were made about reprisals, we have 
heard similar statements before, but to my knowledge there have been 
no facts presented to us that make such accusations stand up. I think 
Mr. Thompson, who has had a great deal of experience in the Forest 
Service, will tell you that he knows of no cases where reprisal action 
has been taken by forest officers, and granting that they are human, 
they are conscientious, and trying to doa job. They surely cannot help 
but have some personal feelings. But I am quite proud of the type of 
me we have in the Forest Service, and I want to assure you that we 
do not indulge in reprisal tactics. 

If any of our customers can furnish us proof of any instances where 
there is reprisal action, I will assure you that we will take prompt and 
aggressive action to correct it. 

Mr. D’Ewarrt. I am sure that is true, Mr. Cliff. 

Mr. Thompson, did you want to make a brief statement? 

Mr. THompson. I want to just call your attention to one thing. 
Mr. Mason was talking about percentages for profit and risk. He 
mentioned the 16 percent for the pine and the minimum of 8 for white 
fir. We have contended that each sale should be considered as a 
package and that the final and average percentage profit and risk 
percentage is the one with which the operator must work. 

I have here, and you have attached to the papers I handed to you, 
two tables This is table 2. It shows that for the year 1952 the 

variation in the final average profit and risk for sales varied from 
$15.79 as a high to as low as $6.23 for other sales. 

In 1953, out of sales, out of some 67 sales, the profit and risk margin 
varied from the high of $15.05 to as low as $4.71. 

I was afraid that the members of the congressional delegation here 
might not realize that that information was attached in tabular form. 
I wanted to be sure you understood it, sir. 

Mr. D’Ewart. Thank you. 

Is there any one else who wishes to make a statement? 

If not, I want to thank all who took part in this hearing. I am 
sure it will be helpful for the better management of our great forest 
resources. 

Mr. Enotie. May I just add my thanks to those who came back here 
from my own home district, and to say that I intend to pursue this 
matter further. 
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Mr. Chairman, along the matter I have suggested, I think these 
policy questions should be carefully formulated and submitted to 
the highest policy level in the Department of Agriculture. We are 
entitled to argue these questions, it seems to me, to the people who 
formulate policy in the Department of Agriculture itself. Beyond 
that, I hope this group which has gotten itself into this picture will 
continue to pursue the matter for the purpose of drafting legislation 
to provide basic rules and regulations governing the disposition of 
this great national resource so that we will have those things written 
in the law and not have government by men, but have a government 
in which the Congress, which has the primary responsibility for this 
national resource, takes ies responsibility in formulating the rules for 
the disposition of it. 

Mr. D’Ewarrt. Mr. Cliff, I would like to ask you one question: Does 
the Hope-Aiken bill apply to all resources on the forests? 

Mr. Curr. The Aiken bill, as revised by the committee, covers all 
resources, the use of all resources, including timber. 

Mr. D’Ewart. As originally drafted, it did not? 

Mr. Currr. As originally drafted it related only to grazing. The 
Hope bill, which was reported on favorably by the Department, ap- 
plies only to grazing. The Aiken bill originally did, but it was 
amended to cover the whole field. 

Mr. D’Ewarr. Thank you. 

With that the committee will stand adjourned. 

(Whereupon, at 5 p. m., the committee was recessed subject to call.) 

Commitrrr Norr.—The following letter subsequently was sub- 
mitted by the Forest Service: 

UNITED STATES DEPARTMENT OF AGRICULTURE, 
Forest SERVICE, 
Washington, March 26, 1954. 
Hon. W. A. D’Ewart, 
Chairman, House Public Lands Subcommittee, 
House of Representatives. 

Dear Mr. D’Ewart: At the close of the hearing on March 12 on Forest Service 
appraisal and marking problems you very kindly indicated that the Forest Service 
might submit further written comments to your subcommittee on questions raised 
by other witnesses. The attached supplemental statement is submitted in accord- 
ance with that offer. 

We are attempting in this statement to answer only some of the more impor- 
tant questions raised by the lumbermen witnesses at the hearing which were 
not answered by the testimony of the Forest Service witness. Should the sub 
committee be particularly interested in further exploration of any of these or 
other questions raised in the hearing, we shall be glad to furnish detailed infor- 
mation on any item. 

We want to assure the committtee that investigations will be made by this 
effice of statements made by several witnesses in respect to practices in the field 
which would not be in accord with established policies and instructions. We 
intend to exert every effort to reduce areas of disagreement on pricing and mark- 
ing policies with timber purchasers and at the same time redeem our responsi- 
bilities to improve forest management, obtain fair market value for timber sold, 
maintain and develop a continuous supply of timber, and preserve the multiple- 
use values of the national forests. 

Sincerely yours, 
RicHarp BE. McArpie, Chief. 
By Epwakp P. Cuirr. 
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SUPPLEMENTAL STATEMENT TO TESTIMONY OF IRA J. MASON, ON FOREST SERVICE 
APPRAISAL AND MARKING POLICIES BEFORE THE PUBLIC LANDS SUBCOMMITTEE OF 
THE House COMMITTEE ON INTERIOR AND INSULAR AFFAIRS ON MARCH 12, 1954 


A number of statements by the lumbermen witnesses from California were 
made that Forest Service advertised stumpage prices were increasing in an up- 
ward spiral or were “pyramiding.” The record of stumpage prices by species, in 
the last 3 years in California, demonstrates that these statements are in error. 
The following table summarizes advertised and bid rates for ponderosa pine in 
the last 3 years: 


Forest Service sales in California, ponderosa pine 


A verage rates per 1,000 board-feet Western Pine 
Association 


Calendar year 
ilendar yea lumber price 





Advertised Bid Difference index 
1051 $27. 48 $33. 64 $6. 16 $79. 00 
5 26. 70 28. 43 73 91.31 
1951-52 difference 78 5. 21 4.43 +12. 31 
1953 26. 18 28. 39 2. 21 92.17 
1952-53 difference 52 —. 04 4. 48 +- 86 
1951-53 difference ‘ —1.30 —§, 25 +3. 95 | +13.17 


This table shows that in this 3-year period average advertised rates for 
ponderosa pine dropped by $1.30 per thousand board-feet while the accepted 
lumber selling index advanced by $13.17. Advertised rates were not advanced 
to bid rate levels of the previous years because of higher costs and market trends. 
The statements about pyramiding stumpage values is even less applicable to 
white fir for which a similar table of stumpage rate history is shown below: 


Forest Service sales in California, white fir 


Western Pine 
Association 


A verage rates per 1,000 board feet 





Calendar year —— a 








lumber price 
Advertised Bid Difference index 
| 
1951 $8. 35 $11. 20 $2. 85 72. 56 
1952 - 5. 70 6. 70 1.00 70. 47 
1951-52 difference........- : —2. 65 —4. 50 —1.85 | —2.09 
1953 3. 87 4.83 . 96 57. 84 
1952-53 difference_. E —1.83 —1. 87 —.04 —2.63 
1951-53 difference... .- ea —4. 48 —6. 37 —1.89 —4,72 
' 


During this 3-year period average advertised white fir stumpage rates were 
reduced almost as much as the amount of decline in the lumber price index. Bid 
prices dropped substantially more than the lumber index. Advertised rates were 
reduced each year even though average bid price exceeded advertised rates by 
$2.85 per thousand in 1951 and $1 per thousand in 1952. 

A major thesis advanced by Mr. Charles Gray was that prices of Forest Service 
timber have had a very strong if not a dominating influence on the rise of lumber 
prices. The national forest cut is the equivalent of about 15 percent of the 
national lumber cut. It is about 10 percent of total commodity cutting drain 
for the Nation. It is extremely unlikely that national forest timber which makes 
up such a small percentage of the total lumber production could be the dominat- 
ing influence on end product prices. 

The price of lumber results from a great many factors affecting supply and 
demand. Since stumpage is a cost to the producer its price is one of the factors 
affecting supply. On the other hand, the price of lumber has a greater influence 
on the price of stumpage than stumpage costs-have on lumber prices. This can 
be illustrated by the relationship of stumpage and lumber prices for white fir 
in California. 

Well over 50 percent of the white fir timber in this State is on the national 
forests. In 1951 average Forest Service advertised rates for white fir in Cali- 
fornia were $8.35 per thousand board feet and average bid rates were $11.20. 
The average white fir lumber price index for 1951 was 72.56. Since then there 
has been a steady and serious decline in white fir lumber prices to an index of 
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67.84 average for 1953. As pointed out by Mr. Gray, this index for February 1954, 
is 60.04. Average Forest Service stumpage rates for white fir were drastically 
reduced in 1952 and again in 1953 (to $3.87 advertised rates in 1953). 

Demand rather than supply factors has a dominating influence on lumber prices. 
This is clearly evident for white firm lumber prices since 1951. It has been 
generally true over the years for other species and types of lumber. 

Several witnesses from California dwelled at some length on the difference 
between actual and allowable cut in the national forests in their State. Special 
reference was also made to this difference on the Tahoe National Forest. The 
allowable cut for the national forests in California is approximately 1.25 billion 
board feet per year. The average cut for the last 3 years was approximately 
650 million board feet, slightly more than 50 percent of the allowable rate. The 
main reason a smaller percentage of the allowable cut has been attained in 
California than for the national forest system as a whole is the lack of develop 
ment as yet of the national forests in the coast range. The lumber industry 
expanded into cutting of Douglas fir on a major scale in northwest California 
since 1945. To date it is working largely on private timber which lies in front 
of the national forests. Timber hauling roads in these rough national forests 
are still rudimentary. About 35 percent of the allowable cut for all national 
forests of the State is on these coast range forests. Actual cut on these forests 
is only about 25 percent of allowable capacity. This low rate of utilization is 
due to inaccessibility. 

The Tahoe National Forest lies on the west slope of the Sierra Range in north 
central California. This forest has an allowable cutting capacity of about 85 
million board feet annually. The Sierraville-Truckee Working Circle of this 
lorest has an allowable annual cut of 22 million board feet. Practically no cut- 
ting is being obtained from this circle, however, due to the fact that suitable 
rights-of-way across interlocking privately owned lands have not yet been ob 
tained. While there is legal authority through the use of condemnation pro- 
ceedings to obtain rights-of-way necessary for the removal of national forest 
timber, the Forest Service is reluctant to resort to that procedure if a more 
economical and generally acceptable method of obtaining the rights-of-way can 
be followed. In lieu of condemnation of rights-of-way, it has been considered 
appropriate to temporarily delay cutting in this and other instances until a 
reasonable effort could be made to obtain the rights-of-way by agreements based 
upon fair and equitable provisions and made in accordance with the usual demo- 
cratic principles of free enterprise. 

The Nevada City Working Circle of the Tahoe Forest, which was discussed 
before the committee by Mr. Dodge, has an allowable cut of 8 million board feet 
annually. Sales have been low in this working circle in the last 2 years. 

An important factor in the abnormally low rate of cutting in the Nevada City 
Working Circle is a temporary supply of 50 million board feet or more of privately 
owned timber. Under the decision in the case of United States v. P. S. Waldron, 
et al. (Civil No. 605), in the United States District Court for the Northern 
District of California, Northern Division, which was decided in 1949, the rights of 
the United States and of the defendants who succeeded to the interest of the 
Central Pacific Railroad Co. to certain land and timber granted under the act of 
July 1, 1862 (12 Stat. 489), were clarified. In that case the defendants were given 
only until November 1, 1951, which the court considered to be a reasonable time, 
in which to remove their timber from the national forest lands involved. At the 
same time, certain cutting agreements involving timber owned by other successors 
in interest to the railroad company were entered into between the owners and 
the United States attorney and the forest supervisor. Under these agreements 
the owners were given various periods of time determined to be reasonable for 
the timber removal. However, most of the agreements limited the cutting rights 
to 5 years or less. These cutting agreements have had the effect of requiring 
certain local operators to cut privately owned timber rather than attempt to secure 
stumpage from the Nevada City Working Circle. 

Sales totaling 4.7 million feet have already been made this calendar year 
in this working circle and additional sales are programed. 

Hence there have been special reasons for a low rate of cutting on two of the 
working circles, with a total allowable cut of 30 million board feet out of the 
forest’s 85 million total allowable. The cut on the Tahoe has averaged 53 million 
board feet over the last 3 years. To attain this rate of production, it is evident 
that cutting was close to allowahle capacity on the balance of the forest. 


47830—54-—_8 
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Mr. Helmers stated that the Forest Service did not cooperate with the Office 
of Price Stabilization in 1951 and 1952. Several conferences were held with 
members of that agency an specific problems. During the time ceiling prices on 
lumber were in effect, the Forest Service’s instructions to all its appraisers were 
to use ceiling rates for selling values in its appraisals or less than ceiling rates 
if market prices were lower. 

Mr. Stowell and Mr. Gray stated their belief that some items of operating costs 
were not included in Forest Service appraisals. State franchise fees and camp 
expenses were cited as examples. Forest Service appraisals do include allow- 
ance for both of these items. However, State income taxes paid to the State 
franchise board are not included as an operating expense. 

Mr. Ready told the committee about a sale on the NezPerce National Forest 
in Idaho on which his company completed cutting this year. It is believed the 
committee may be interested in the following additional facts on the circum- 
stances of this sale: 

1. Two bids were submitted for this sale. A Grangeville mill bid the minimum 
advertised rates. Mr. Ready’s company bid slightly above the minimum. 

2. Mr. Ready’s company was not desperate for timber. Bidding on this sale 
oceurred on June 25, 1951. Previous to that date this company had purchased 
a substantial volume of State timber. Cutting on this State timber is not yet 
completed. 

3. The mill of Mr. Ready’s company is located at Winchester which requires 
an additional log haul of 40 miles beyond Grangeville where there are competing 
mills at railhead. 

4. This was the first purchase of national forest timber for sawing at Win- 
chester mill by either Mr. Ready’s company or its predecessors. The Winchester 
mill was established many years ago and is not advantageously located with 
respect to national forest timber. Mr. Ready’s company acquired this old mill 
approximately 5 years ago. 

5. Timber appraisals for this sale are based on milling at Grangeville, Idaho. 
This is the logical point of manufacture. It is the railhead for this vicinity. 
There are adequate mill facilities at this point. 

6. In connection with the first reappraisal for this case, the forest supervisor 
erroneously included a cost allowance for transportation of logs from Grange- 
ville to Winchester. This allowance was disallowed by the regional office be- 
cause the logical point of manufacture is at Grangeville and that was the basis 
for the advertised rates. This is the appraisal adjustment between the super- 
visor’s and the regional office which Mr. Ready criticized. 

7. The reduction in stumpage rates at the first reappraisal was due primarily 
to correction of erroneous estimates of the mileage of main road. At the time 
this sale was advertised, location and design of the main road had been com- 
pleted for the first 4.3 miles. The balance of road cost estimates were made 
on the basis of preliminary scouting. Final main road length proved to 3 
miles more than the estimated road length. Allowance for increased road costs 
because of this additional mileage was made in the reappraisal. A detailed 
road survey for the entire main road should have been made before this sale 
was advertised. 

It was claimed that quality of the timber actually marked does not meet the 
specifications on which lumber selling value computations in appraisals are 
based. No factual data to support this statement were presented. Mr. Gray 
stated that the complaints he presented were of long standing. It is true that 
there have been discussions and correspondence over an extended period with 
Mr. Gray and others in California in respect to stumpage price levels. Ques- 
tions over deviations in quality between the appraisal and the timber finally 
designated for cutting have until recently been exceedingly rare. The first 
general complaint in this respect came from the western lumber manufacturers 
within the last 6 months. Mr. Gray also advocated that timber for at least 
the first year of cutting be marked before advertisement of sale. We agree 
such advance marking would be desirable. It is being done to a limited degree. 
Additional finances are needed to follow this practice for all sales without 
seriously reducing the volume of new sales, 
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WEDNESDAY, JULY 21, 1954 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON PusLic LANDs oF 
THE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittee met at 10 a. m. in the committee room of the 
House Committee on Interior and Insular Affairs, the Honorable 
Wesley A. D’Ewart (chairman of the subcommittee) presiding. 

Mr. D’Ewarr. The subcommittee on Public Lands will come to 
order for further consideration of hearings held on March 11 and 12 
concerning marking and pricing of timber in national forests. 

(The memorandum prepared by Mr. George W. Abbott, committee 
counsel, referred to in the hearing to follow, is as follows:) 
Memorandum: Proposed Federal legislation affecting timber appraisal methods 

of United States forest agencies. 

To: Hon. Clair Engle, M. C. 
From: George W. Abbott, committee counsel, House Interior and Insular Affairs 

Committee. 

1.°Standard arbitration procedures ; judicial review of contracts 
Gray, March 10-11, 1954 

Favor legislation requiring purchase-sale contracts to include clauses to 
(a) establish standard arbitration procedures on disputed matters; and (b) 
establish right to judicial review on contract interpretation matters not settled 
by arbitration. 

Chief Forester, April 29, 1954 

Department of Agriculture favors 

(a) Sections 6-10, S. 2548 as passed Senate, not standard arbitration; “latter 
not provided for in any Government transactions.” 

(b) S. 2548 as passed Senate would largely eliminate Gray item No. 1. 

Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 

Comment.—Mr. Craft’s statement at March hearing that Forest Service would 
give careful consideration to suggestions is not reflected in his reply; Forest 
Service simply states, in effect, that it is not going to change policy. 

If S. 2548 does provide arbitration and judicial review and becomes law, have 
accomplished one desirable objective. 

Contrary to Craft statement, Forest Service now concedes advisory arbitration 
is provided in recent Ketchikan, Alaska, sales contract; industry requested arbi- 
tration at regional level—Forest Service would consider proposal, but for 
approval of Secretary of Agriculture. 

Western Lumber Manufacturers, May 24, 1954, on Gray-Forest Service 

General comment.—Forest Service reply fails to go to the heart of the matter; 
has not valid argument against arbitration. 

Chief Forester’s approach is wholly negative. It would seem to mean that 
he believes there is no single change needed in present practices. 
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Western Lumber supports standard arbitration legislation.—S. 2548 is not 
answer fo solving problems arising from disputes re technical and practical 
operating procedures, 

Contract interpretation, definition is proper subject for court review. But, 
under S. 2548, Secretary could dominate and slant the only record which would 
be available to court for review Far the greater number of differences of opin- 
ion are ironed out on the ground by discussion, compromise. 

Urgent need is for a medium by which such matters of judgment may be 
promptly settled 

Time is of essence in most cases. Formal hearings, court reviews take months 
to years. Type of matter here must be settled in days or weeks. Only sure 
method to accomplish this is standard arbitration procedure. 








Standard arbitration procedures 


Urgently needed to settle technical and practical operator problems promptly. 

Time and the application of sound judgment are the necessary ingredients. 
These are not inherent in the drawn-out formal hearing or court review of 
hearing records 


) 


Establishment of minimum timber prices for United States timber 
Gray, March 10-11, 1954 


Favor legislation to establish basis for computing minimum prices for sound, 
commercial timber (a) not to exceed administrative cost of selling such timber ; 
but (6) no minimum price for infested, or salvage, material of all classes. 


Chief Forester, April 29, 1954 


Such legislation “unnecessary, undesirable” because of resulting rigidity. 

NFS presently sets schedules of minimum stumpage rates for various species 
in different areas administratively : 

(a) Fixing minimum for high value species (ponderosa pine, white pine, 
Douglas fir, sugar pine, and others) would be “unfair to public’ since even 
during depression conditions “worth much more than cost of making, adminis- 
tering sales.” 

(0) “Lower value species” stumpage rates are approximately at cost of selling. 
Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 

Comment.—NFS reply demonstrates clearly present administrative level of 
NFS considers its sole judgment of what is fair to public is only judgment. 

California.—Minimum values now applied on California National Forest in 
pine species are as much as 8 times minimum values on same forest 10 years 
ago: no other commodity has incurred such inflationary increase in its price. 

Public——What of public consuming national forest end products and infla- 
tionary price public pays, price created by administrative agency itself? 

Rigidity.—F ail to conceive how administration of timber sales could be more 
rigid than under present policy; letter demonstrates an unwillingness to bend 
with economic pressures even though much evidence can be introduced, and has 
been introduced, which demonstrates need for less rigidity. 


Western lumber manufacturers, May 24, 1954, on Gray-Forest Service exchange 

Comment.—Should not be necessary to legislate on such a matter. In order 
that regional forester has necessary authority to appraise and reappraise a 
timber tract on an equitable and realistic basis during periods of price changes 
the “minimum” prices of pines should be quite low. 

Legislation.—If Forest Service persists in keeping “minimum” prices of more 
valuable species at present high levels, and with no exceptions in areas where 
valuable species comprise but small portion of the timber, legislation should be 
passed as suggested by Mr. Gray. 

California.—Timber price fluctuates much more widely than most commodities. 
California white and red fir and cedar have varied from value of $6 to $8 per 
thousand in 1951 to no value today in some NFS working circles. Pines, $3.50 in 
1940, are $35 per thousand today. 

Public.—Not good public policy nor good forestry to starve industry which is 
necessary to harvest trees or to let trees die in woods while idle loggers go on 
public unemployment rolls. When minimum price is too high, applicant must 
pay more than timber is actually worth at current price levels, or shut his mill. 

Overmature, dead, diseased timber does no one any good if not harvested; 
does add materially to fire hazard, cost of forest-fire control, spread of disease. 
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Should be no “minimum” at all on such timber; left, does not furnish employ- 
ment, or materials. 

Rigidity.—Chief Forester fails to recognize there are places where the Forest 
Service must reduce prices on the more valuable pines in order that harvesting 
operations, which include substantial proportions of the low value California 
firs, may show a profit and that the harvest at the annual growth rate may 
steadily go ahead. 

Minimum timber prices 

Forestry’s comment “unfair to public” not valid since “appraised” price gov- 
erns in all cases except in instances where the established minimum is higher 
than current appraised values. In this second instance—and it has happened 
recently—the result is unfair to the operator. 


3. Requiring full allowable cut to be offered for sale each year 


Gray, March 10-11, 1954 

Favor legislation to require national forest timber in quantities not less than 
the determined “allowable cut”: by providing successive public offerings at lower 
prices whenever not concluded at higher ; except, that sales of sound, commercial 
timber not be made at less than established minimum prices for each forest. 
Chief Forester, April 29, 1954 

NFS is desirous of selling full allowable cut of all working circles; “making 
progress” here. 

Would object to legislation. 

Allowable cut offerings impossible unless appropriations sufficient to meet 
cost of conducting sales of full cut; and unless funds for necessary access roads 
annually made available. 

Problems, public, collusion, GAO.—Legislation would create more problems 
than would solve. 

(a) Would be unfair to public as owner—deprive United States of right to 
obtain “fair market value.” 

(b) Would be invitation for collusion to depress national forest stumpage 
prices; areas where—by reason of topography or private timber control—one or 
two operators are only possible purchasers of national forest timber ; such com- 
panies could refuse to purchase at extremely low stumpage, thus obtaining unfair 
advantage over competition. 

(c) GAO commented on need for controlling collusion; House Appropriations 
1954 concluded national forest prices are too low. 

Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 

NFS answer reflects basic desire to sell allowable cut simply does not exist in 
minds of our present administrators. What of consumers? 

California Forest Practice Committee of Western Pine Association cites Barton 
Cabin Unit, El Dorado National Forest, as example appraised at too high a price 
in area where operators need Forest Service stumpage * * * left to deteriorate 
without readvertising even though considerable money spent on sale preparation. 

“United States Forest Service is unwilling to let this timber be sold at its fair 
market value, apparently for fear that fair market value so obtained would be 
substantially less than that which it considers to be right and proper as measured 
by other transaction prices which Service now is determined to maintain as only 
equitable measure of ‘fair’ market value.” 

Western Lumber Manufacturers, May 24, 1954, on Gray-Forest Service exchange 

Forest Service policy.—*What bothers us is that Chief Forester’s approach in 
this, and other proposals is wholly negative.’”’” Seems he believes there is no 
single change needed in present practices. Only thing which prevents Forest 
Service from accomplishing objectives desired is its lack of ability or willingness 
to gear its programs to practical matters which control the operator. 

Forest Service now has full authority to effect needed program changes. 

Tight control over field programs maintained by Chief's office prevents changes 
many field men know are needed. Fund lack, some phases, is deterrent. 

Very important—that full “allowable” cut from public lands be offered annually 
at reasonable prices. The products are needed: to furnish steady jobs, to main- 
tain and expand woods industries and communities, to increase taxable wealth. 

Mature timber must be promptly cut to get forest lands in best shape to grow 
more timber for future needs. Increasing annual cut to equal annual growth 
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would reduce present losses in public forest areas, reduce the high drain on 
privately owned timber, reduce the price of lumber, increase future timber sup- 
plies, and raise dollar income from the public lands. 

Legislation: While disappointed in wholly negative approach shown in Chief’s 
comments, and recognize little likelihood of legislation passing, urge provisions 
be included for effect it might have on the Forest Service. 


Requiring full allowable cut 

There have been seven sales offerings in California in the last year, totaling 
more than one-tenth of the amount sold, which were not bid because appraised 
price was too high. 

Forester’s comments that forced offerings at lower prices would set the stage 
for collusion worthy of noting. However, at least one of the above described 
seven sales has been reoffered by the Forest Service—and at lower prices, 


j. Report to Congress on volume, value of timber sold, etc. 


Gray, March 10-11, 1954 

Favor legislation to require United States timber agencies to annually report 
to Congress annual harvest, prices received, etc.; and amount of “allowable 
cut” offered, but not sold, with reasons why unsold. 


Chief Forester, April 29, 1954 

No objection to such legislation, though believe unnecessary. 

Volume, value cut: Appendix of chief's annual report contains figures. 

Offered, not sold, details by working circles, offerings not sold, reasons for 
difference between actual and allowable cuts available on inquiry. 

Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 

Barton Cabin sale, not given publicity is one of very reasons for recommenda- 
tion. 

Do not know how many sales are negotiated for which never result in adver- 
tisement or offering simply because price too high. 

Western Lumber Manufacturers, May 24, 1954, on Gray-Forest Service exchange 

Industry feels more information on timber-sales business than is given in 
chief’s annual report is necessary in order that Congress, industry may have 
the full picture. Little extra work on part of Forest Service may have the 
full picture. Little extra _work on part of Forest Service would be required to 
gather, publish data when it is current. 

Industry needs detailed data concerning; sales of national-forest timber, by 
States and regions, appraised and bid prices by species, policy changes, changes 
in practices affecting buyers and loggers. 

Western Lumber approves Mr. Gray’s recommendation. 

Suggested provisions that unsold timber be reoffered, No. 3, above, at suc- 
cessively lower prices down to the minimum for the species resulted partly 
from the fact that the Forest Service has been requiring (in California at 
least) that an applicant for timber state in a letter to the Forest Service that 
he agrees the appraised price is reasonable. 

If applicant did not agree, no timber was offered. 

Thus evidence that some appraisals were so high there were no takers has 
been avoided. (Believe this matter is being corrected to some degree.) 


5. Proposal that separate Federal agency gather data other than agency 
responsible for fixing timber appraisals 


Gray, March 10-11, 1954 

Favor legislation to require separation, as to Federal agency, of (a) Function 
of gathering industry selling price data and production cost data; and (b) 
function of timber selling. 

“Latter now gather such data for purpose of appraising timber sales.” Sug- 
gest Commerce Department to gather data, etc. 


Chief Forester, April 29, 1954 

Two functions should not be separated because: 

(a) Would result in dispersion of respensibility between different depart- 
ments; 

(b) Would run counter to sound organization, accounting, principles. 





<n a it 


Ltn 





shhh SAB a AE A 


MARKING AND PRICING OF TIMBER IN NATIONAL FORESTS 115 


(c) Detailed data needed best obtained by timber-selling agency employees 
now “on the ground.” 

(d) Large, separate, additional organization to obtain appraisal data to pro- 
tect United States interest, would be required. 


Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 
Cost and selling price data as compiled presently is not reliable, not realistic. 


Census, other agencies obtain needed information by mail; why cannot infor- 
mation here be so obtained ? 


Western Lumber Manufacturers, May 24, 1954, on Gray-Forest Service exchange 

At the present time, technical foresters, many with little or no particular 
experience, are gathering, analyzing, and evaluating financial and general busi- 
ness data and information. Results are then used as the basis for pricing 
timber from the public lands. 

Kew of these foresters have had any commercial or business experience 
which is a far field from technical forestry. 

Industry disagrees with many of their conclusions and rulings, e. g.: NFS 
refuses to allow, as part of the cost of doing business, several items of cost 
accepted as part of cost Ly the Internal Revenue Bureau and other public 
agencies. Make many deci:ions and interpretations concerning use of market 
price data, price trends, ete., which vary from those made and used by the 
industry. 

Their findings are final. There is no one in the Forest Service in the higher 
echelons who is an expert in this field of work. Within the last month the 
Forest Service appraisers have established estimated price levels on lumber for 
1954 which are much above present levels and above the estimates of men who 
are recognized experts and who specialize in that field. These estimates form 
the principal basis for stumpage prices to be charged for national-forest timber. 

Believe Department of Commerce is agency of Federal Government best quali- 
fied to gather general and specific business data and to evaluate and apply it: 
such work is within its special field and area of responsibility. Undoubtedly 
has business experts in its employ. Adjustments to fit data to local situations 
and conditions could still be worked out with Torest Service. 

Western Lumber supports the proposed legislation. 

Recently California Regional Forester agreed to prepare a form upen which 
operators could submit cost and sales data to the Forest Service. This will be 
done on a trial basis. If this proves satisfactory to the Furest Service uo i | 
for special legislation. 

What is needed is agreement by the Chief of the Forest Service that the method 
(used by most all agencies) will be put into effect Servicewide. 

Records of costs and sales should be obtained from operators cutting national 
forest timber. Records of those cutting private timber not always applicable 


6. Legislation requiring that timber appraisals provide a profit opportunity to 
the purchaser equal to the average “industrial return” 


Gray, March 10-11, 1954 


Favor law to require that units offered for public sale be appraised for mini- 
mum value on basis which clearly establishes profit opportunity to purchaser 
of not less than an average manufacturing rate of industrial return on the 
invested capital required for primary manufacture of the proposed timber sale. 
Chief Forester, April 29, 1954 

Would not be equitable to public. 

Capital would migrate away from lumber industry if average rates were sub- 
normal; actually,.in past 8 years, there has been considerable movement into 
forest products industries. 

Cost and selling value computation in national-forest appraisals are a calcu- 
lation of results which should have been obtained by an operator of average 
efficiency during a stated past period with the costs and selling values then 
prevailing. 

Allowance from profit and risk in National Forest Service is best judgment of 
appraiser from similar appraisal analysis of recent transactions of what allow- 
ance for profit under the stated appraisal base purchasers require to enter cur- 
rently into purchase commitments. 
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Gray, May 17, 1954, on April 29, 1954, letter of Chief Forester 

Craft’s statement directly refutes statement introduced by Mr. Mason on 
behalf of United States Forest Service stating that the Forest Service expected 
“lumber industry to enjoy a profit earning equal to that of other comparable 
industries. 

“Ample evidence NFS at this time is not interested in whether or not it has 
profitable industry serving the needs of our forest resources.” 


Western Lumber Manufacturers, May 24, 1954, on Gray-Forest Service Exchange 


Vason statement.—When Ira J. Mason, Chief of Timber Management, Forest 
Service, testified at March 12 hearings, “we thought we had won the fight to 
discredit the use of the high-bid price as the measure of the fair market value 
of public timber. 

Mason: “We believe that part of our job is to get the best possible returns 
for the public from the sale of Government timber with due regard to sound 
silviculture, sustained yield, multiple use, and support of dependent communi- 
ties and industries * * * I would like to assure the committee that the Forest 
Service is keenly aware of its important responsibility of conducting the 
national-forest timber business in an efficient and equitable manner. A major 
segment of the lumber industry and many western communities are dependent 
on the continuing purchase of national-forest stumpage under workable contract 
conditions. Harvesting of timber at the right time and in the proper manner is 
the objective of forestry * * * a vigorous forest industry with profit oppor- 
tunities comparable to those in other healthy fields of endeavor is needed to 
develop and utilize the national forest.” 

Western supports the Gray proposal. 

Craft's repudiation —Mason’s statements of philosophy and policy indicated 
the Forest Service at last recognized it must enable dependent industry to operate 
at an average and reasonable level of profits. Craft’s reply seems to repudiate 
what Mason said, and to once again affirm Forest Service’s intention to stick 
to hichest bid prices as the one reliable gauge. 

“Transition Price.’—For 10 years, NFS has considered this—the highest bid 
price, as most reliable indicator of fair market value:—mills owning timber 
can pay from $5 to $25 more per MBF than can nontimber owning companies ; 
they make excessively high bids if want to round out season’s cut, or to stifle 
competition, ete. 

Nonowners favor competitive bids; object to price by stiff competition as 
gage of fair market. 

Result: No stability of industry, or communities possible; no steady jobs, 
steady wood flow; no sustained yield of cropping. 


7. Requirement of marking in advance of contract completion 


Gray, March 10-11, 1954 

Favor legislation requiring all short-term timber sales, less than 1 year dura- 
tion, to be marked or designated in advance of contract completion between 
the purchaser and the Government agency; and sales longer than 1 year should 
be marked or designated for cutting in amount equal to year’s proposed cutting 
required, in advance of contract completion. 

Chief Forester, April 29, 1954 

Fully agree would be desirable. 

Lack of funds has prevented it as standard practice. 

Even if funds available, rigid statutory requirement either all or year’s cut be 
advance-marked before advertising sale would work disadvantage to both United 
States and purchasers. 

Numerous urgent needs for quick sales, e. g., rapid sale action arising from 
shifts of plans of operators. 


Western Lumber Manufacturers, May 24, 1954 on Gray-Forest Service Exchange 
Doubt legislation is practical at this time; agree practice suggested would be 
desirable; would take added manpower and changes in management by Forest 


Service. At moment, could not be done except at expense of other necessary 
work. 
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Additional recommendations of Western Lumber Manufacturers, Inc. 

(a) Recommend legislation to provide for establishment of national forest tim- 
ber management advisory boards of timber purchasers selected by the operators 
who purchase timber on each national forest. Advisory boards should function 
in same manner as grazing advisory boards that now work with national forest 
officers. 

United States Chamber of Commerce, on March 13, 1954, in statement of poli- 
cies on Federal lands recommended establishment of timber advisory boards 

(b) Recommend inclusion of following as statement showing legislation need. 

The first need is that Forest Service rededicate itself to the basic policy and 
objectives established at the beginning of the century and which can still be 
found in Forest Service manuals: “To produce continuous crops of water and 
timber for the support of local dependent communities and industries.” 

Mr. D’Ewarr. Mr. Engle, would you like to make an opening 
statement ¢ 

Mr. Enour. Mr. Chairman, it will be recalled we held some hearings 
on this subject matter earlier this spring, in which we went into the 
policy disagreements between representatives of the lumber industry 
and the National Forest Service. Following those hearings and 
growing out of those hearings the Forest Service agreed to hold some 
meetings with industry for the purpose of trying to find areas of 
agreement with reference to these problems which have plagued the 
industry and which have caused the friction between the industry 
and the administration of the national forests. 

Kither 2 or 3 of those meetings have been held with various repre 
sentatives of the lumber industry. 

Before Congress adjourns this time I asked for this hearing in 
der that we could try to pull the testimony together and find out just 
where the industry and the National Forest Service came to agree- 
ment on these problems with respect to the marking and pricing and 
the sale and disposition of timber in the national forests. 

Mr. Chairman, in order to get the case into perspective L asked 
counsel, Mr. Abbott, to prepare a memorandum, which is before us 
now, setting forth the position of the industry and Forest Service. 
When the hearings ended last time I asked Mr. Gray, who was chief 
spokesman for the lumber industry, in conjunction with Mr. Thomp 
son, who represents the Western Lumber Manufacturers Association, 
to prepare a statement of the specifie issues on which they thought 
remedial action was necessary. Mr. Gray did submit such a state- 
ment. That statement was then submitted to the Forest Service. The 
Forest Service commented upon his statement, and the Western Lum- 
ber Manufacturers commented on it. 

In addition, all of those matters were the subject of the dise ussions 
which occurred between industry and the representatives of the Na- 
tional Forest Service at these conferences. 

The memorandum before us breaks the discussion down to seven 
main points. The memorandum shows the initial position taken by 
Mr. Gray on behalf of industry, and the initial position taken by the 
Forest Service, and the comments of Mr. Gray and the comments of 
Mr. Thompson, who is the manager of the Western Lumber Manufac 
turers Association. 

That memorandum indicates, Mr. Chairman, that these conferences 
have gotten precisely nowhere; that for all practical purposes the in- 
dustry representatives and the National Forest Service are in dis- 
agreement. So I am in hopes that this hearing will spotlight those 
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disagreements and will give this committee an opportunity to deter- 
mine as a policy matter what this committee thinks should be done 
with reference to settlement of each one of those issues; and that as a 
result of that we can request our staff to draft legislation to implement 
the position taken by the committee in each instance. 

Mr. Pat Thompson has been sent in here by the Western Lumber 
Manufacturers Association and the lumber interests on the Pacific 
Coast. He is the only witness in from the Far West, so far as I am 
aware. He comes as an observer, in order to answer questions and to 
clarify the position of the industry, if that needs to be done. 

I understand that the Forest Service has some witnesses here, and 
I understand Mr. McArdle has a short statement to make. I am in 
hopes, Mr. Chairman, that we do not occupy the whole morning with 
long statements, rather than getting down to brass tacks on eé ach one 
of these issues to see if there is any basis on which we can come to 
agreement. 

Mr. D’Ewarr. The first witness this morning, then, will be Mr. 
McArdle, the Chief of the Forest Service. 


STATEMENT OF RICHARD E. McARDLE, CHIEF, FOREST SERVICE, 
ACCOMPANIED BY EDWARD P. CLIFF, ASSISTANT CHIEF, FOREST 
SERVICE, AND IRA J. MASON, CHIEF, DIVISION OF TIMBER 
MANAGEMENT 


Mr. McArpre. Mr. Chairman, I would prefer to make a brief 
statement, which will cover some of the points that have been men- 
tioned. After that we are prepared to go into as much detail as the 
committee wishes on some of these individual items. But I think Ll 
would prefer to give this background first, if the committee will per- 
mit me to. 

Mr. D’Ewarrt. All right; you may proceed, Mr. McArdle. If you 
would like to have any of your staff sit with you, for answering ques- 
tions, that would be satisfactory. 

Mr. McArote. I will ask Mr. Cliff and Mr. Mason to sit here with 
me. 

Mr. D’Ewarr. Mr. Cliff and and Mr. Mason may come forward, 

Mr. McArpre. At the hearing of this subcommittee on March 12, 
1954, the Department presented a statement describing its timber 
appraisal and marking policies. Representatives of the forest- 
products industry expressed disagreement with some of the practices 
and policies now in effect and suggested changes which they felt 
would be desirable. Department witnesses told the committee that 
we were making a review of appraisal and timber-sale procedures and 
attempting to improve our working relationships with the forest- 
products industry. 

There have been several important developments since the March 
12 hearing which I wish to mention briefly. After this, I shall com- 
ment on several of the suggestions made by industry at the earlier 
hearing. 

The first of these new developments was a technical meeting on na- 
tional forest timber management and sales. The meeting was held 
here in Washington, April 26, to 3 30, with foresters and executives 
selected by the National Lumber Manufacturers Association, Ameri- 
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can Pulp & Paper Association, and American Pulpwood Association. 
The timber industry was represented by 21 men from all parts of the 
country. 

A large part of this meeting was devoted to a detailed review and 
analysis of the Forest Service timber-sale contract. This involves 
far-reaching considerations going into practically every aspect of 
national forest timber-sale procedures. The conference resulted in 
substantial agreement between the Forest Service and industry repre- 
sentatives on pore revisions. ‘The proposals for revising the 
contract are now being discussed with otlfr segments of the timber 
industry not represented at this technical conference. We expect to 
complete this revision of the contract this fall. We are confident 
that the final result will be an improved contract form and that the 
changes will be generally acceptable. 

Other subjects discussed at this technical timber-man: igement meet- 
ing included timber-sale administration, appraisals and pricing pol- 
icies, and road problems, including right-of-way policies. ‘There 
was free exchange of viewpoints between industry and the Forest 
Service and frank discussion of the problems faced by each group. 
Industry representatives made numerous constructive suggestions 
which are being currently studied with the objective of adopting as 
many as appear practicable. The meeting was beneficial to both the 
Forest Service and the timber industry, and resulted in a better under- 
standing by both Forest Service and industry of the other’s prob- 
lems and viewpoints. 

A second development was a meeting on July 8 with representa- 
tives of the Forest Industries Council to discuss major policy ques- 
tions. This meeting was attended by J. Earl Coke, Assistant Secre- 
tary of Agriculture, the Chief of the Forest Service, several mem- 
bers of his staff, and 24 industry representatives, mainly officers and 
directors of lumber and pulp and paper companies. Some industry 
representatives who attended the technical conference also partici- 
pated in this policy meeting. The subjects discussed included timber- 
management and sales policies, insect and disease prevention and 
control, forest-land ownership, public relations, and organization 
and fiscal policies. This meeting likewise was conducted on a highly 
constructive plane and should result in a better understanding and 
improved relationships betweer. industry and the Department. 

A third development is that subsequent to the March 12 hearing of 
this subcommittee, the House Appropriations Committee, in its report 
of April 9, 1954, on the Department of Agricylture appropriation bill 
for fiscal year 1955, made the following statement : 

Offsetting these reductions, the committee has inserted an additional $219,700 
to meet the urgent need for increased timber sales. The committee feels that 
these funds should be used partially to strengthen the timber sales staff by 
bringing in persons with background in the promotion of timber sales and the 
handling of the business aspects of such sales. It is the committee's opinion 
that the Federal Government is not getting as good prices for its timber as it 
could with a stronger sales staff. 

In compliance with these instructions, the Department is exploring 
the possibilities of employing a business-management consulting firm 
to make a study of the timber-sale business for the purpose of advising 
the Department on ways and means of improving timber-sale methods 
and business practices. If we are successful in arranging for such a 
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study it should be very helpful in resolving some of the problems this 
subcommittee has been considering. 

Turning now to suggestions made to the committee at the previous 
hearing on timber pricing, the Department is giving most careful 
consideration to what we believe to be the more basic questions pro- 
posed for the committee’s consideration. These include questions of 
pricing and profit margins, appeals, and advance marking of timber 
sales. 

A number of questions have been raised on the general subject of 
timber pricing and profit margins. 

Mr. Enere. Mr. McArdle, may I interrupt you there to suggest that 
this memorandum we have, which our staff prepared, deals with each 
one of these points. 

It would seem to me, Mr. Chairman, it would be a little more orderly 
if as each one came up we could take the points from the memorandum, 
after Mr. McArdle goes through his statement, and discuss the par- 
ticular point before going on to the next. In that way we could keep 
the thing strictly in focus, and at the same time Mr. McArdle gets his 
statement in. 

The item with reference to timber pricing and the profit margin is 
No. 6, page 6, of the memorandum which you have before you, Mr. 
Chairman. I call your attention to that. I assume you have broken 
down each one of these, have you not, Mr. McArdle? 

Mr. McArpie. We have not seen, Mr. Engle, the tabulation which 
you have, although we have been told in a fairly general way of what 
it might consist, so I am not prepared right now. I do not know what 
your first item is. 

Mr. D’Ewarr. I suggest that you complete your statement on timber 
pricing and marking. Then we will want to question you. 

Mr. McArpte. Very well, Mr. Chairman. Continuing, then, with 
the subject of timber pricing and profit margins, a number of questions 
have been raised on this general subject. The appraisal method used 
by the Forest Service was explained to the committee at the preceding 
hearing. Briefly, the first step is to estimate logging and manufac- 
turing costs and selling price. These costs plus an allowance for profit 
and risk are then subtracted from selling price. The residual is the 
appraised value of the standing timber. 

It has been proposed that profit margins allowed in calculating 
minimum timber values should be sufficient to assure the purchaser 
a rate of return equal to the average rate of return in all industries, 
considering the amount of invested capital necessary for the primary 
manufacture of timber products. To adopt a procedure which would 
assure a profit to the purchaser equal to the average rate in all indus- 
tries would be construed as subsidizing the timber industries and as 
placing them in preferred competitive position compared to other 
industries. This procedure also would place the purchaser of 
national-forest timber in preferred competitive status with other seg- 
ments of the timber industry not purchasing Government timber. 
The Department does not believe that Federal timber should be priced 
in such a way as to place the purchaser of such timber in a preferential 
position in relation to other segments of the forest-products industries 
or other types of industries. 

On the other hand, the Department also feels that the purchaser of 
Federal timber should not be placed in a disadvantageous position, 
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The cost and selling value computations in Forest Service appraisals 
are a calculation of results which should have been obtained by an 
operator of average efficiency during a recent past period under cost 
and selling values prevailing at that time. There is necessarily a 
brief time lag between the collection of such data and the sale of the 
timber. Even if this time lag could be eliminated, costs and selling 
values current at the time of sale advertisement are not necessarily 
those which the purchaser will experience as he cuts the timber. 

Each purchaser of either public or private timber must make a 
business judgment of the trends and shifts in costs and selling values 
during his future operating period when he bargains for, bids for, 
or purchases a timber tract. It is recognized that many factors may 
affect the price bid for a particular tract of timber. In general, how- 
ever, purchasers must necessarily gage the prices they offer to pay for 
timber so as to obtain at least an average rate of industrial return 
over the period when they will be cutting and selling the timber. 

The Department believes that prices being paid for stumpage in 
comparable transactions is about the best possible indication of what 
allowances should be made in the appraisal for stumpage and profit 
and risk. That is the system being followed. However, because of 
the time lag between the bidding and the cutting and sale of timber 
products, the purchaser of Government timber is favored on a rising 
market and is placed somewhat at a disadvantage on a falling market. 

The Department believes that advertised rates for national-forest 
timber should be such as to allow a profit to the purchaser that is 
reasonable and equal to the average profit in the industry concerned 
for comparable transactions. The problem is to develop a system 
which will fully achieve that objective. We feel that the Forest 
Service system has come as close to that as any practical alternative 
which has been proposed. Efforts are being made to improve where 
difficulties exist. For example, questions have been raised that in- 
equities develop from use of this system in those sections of the coun- 
try where there is little timber available for purchase except from the 
national forests. ‘There are also problems where as a practical matter 
there is only one possible purchaser for a considerable area of national- 
forest timber. Regardless of variances in the circumstances of al- 
ternate timber sources or alternate purchasers, the same system is 
used. Profit level allowances in areas where there is a satisfactory 
balance between potential timber sellers and purchasers furnish a 
basis for determining profit allowances in these problem areas. 

Objections to the general level of advertised rates for national- 
forest timber have been confined to relatively minor incidents of short 
duration except in the California area. Pricing problems in Califor- 
nia therefore are receiving particular scrutiny for the purpose of 
determining special conditions which are causing these difficulties 
and to find means to alleviate them in a manner consistent with 
appraisal practices elsewhere. 

One practical test of stumpage price levels and profit opportunities 
is the trend in sales volume. The history of national-forest sales 
business the last 10 years clearly indicates national-forest timber has 
been attractive to purchasers. The volume cut per year has prac- 
tically doubled since 1945. Also there is a great increase in pressure 
for sales and in competitive bidding. Bids frequently exceed the 
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advertised prices. There would not be these pressures for increased 
sales if there were not prospects for earning at least an average rate 
of industrial return on national-forest timber purchases. 

Another proposal that has been made in this general field of pricing 
is that price and cost data should be collected by some other agency 
than the one which makes the appraisal and sells the timber. We 
do take into account reliable basic data on selling values compiled by 
other agencies or industrial organizations. Such data, as well 
costs, must be interpreted and applied to local conditions by men 
familiar with operations on the ground. In addition, timber-selling 
agencies are in a position to continuously check their estimates with 
what proves out later and thus improve their basic data. The De- 
partment does not believe that collection of cost and price data should 
be transferred to some other agency of the Government. It would 
require additional personnel, cause more expense to the Government, 
and would result in divided responsibility. 

It has been proposed that the Department be required to offer for 
sale the full allowable cut each year. 

Mr. Chairman, I believe that may be one of the other points you 
list. 

Mr. Eneie. Yes. That brings into focus this whole problem of 
timber pricing and the profit margin. 

Mr. McArpie. The Department is anxious to sell the full allowable 
cut and plans to do so to the extent that it is able to prepare timber 
for sale, to the extent pee roads can be built, and there is demand 
for the timber. This can be done administratively. Legislation to 
require that offerings be made to the full allowable cut might be 
disadvantageous to the timber industry in times of depression when 
Government timber would then be flooding the market. In the past 
the industry has urged the Government to limit its offerings during 
such times in order not to further depress prices. 

In addition, such a requirement would interfere with proper man- 
agement of the national forests. Right-of-way problems, mining 
claims, fire hazards, and coordination of timber cutting on public 
and private lands in the interest of community stability need to be 
considered. In underdeveloped working circles a rigid requirement 
to adhere to full allowable cut would mean that excessive cutting 
might be concentrated on the face of the unit, which could result in 
a poor balance between winter and summer shows. Eventually, this 
would work to the disadvantage of both industry and dependent com- 
munities. In many instances it would be better management to build 
the cut up gradually as a transportation system can be developed so 
as to direct timber harvest into areas in greatest need of cutting and 
to maintain conditions favorable for yearlong rather than seasonal 
logging operations. 

Tt has also been proposed that if offerings are not sold the Depart- 
ment be required to reoffer them at succ essively lower prices until a 
sale is made. The present policy, under these circumstances, is to re- 
analyze and adjust stumpage rates where appropriate. However, a 
rigid requirement for reofferings at successively lower prices would be 
an invitation to collusion on the part of prospective purchasers to 
hold back bidding until prices were depressed perhaps to an extremely 
low level. The Department does not favor this proposal. 
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There is available to timber-sale purchasers regular administrative 
upper al procedures up to and including the Secretary of Agriculture. 
The Department is considering including in this procedure arrange- 
ments for advisory board consideration at the regional level of dis- 
puted matters in timber-sale contracts. This could be accomplished 
under existing authority. 

The position of the Department with respect to enlarged appeal 
procedures and judici: l review, has been expressed in its endorsement 
of the provisions cf S. 2548 and H. R. 6787, now pending in the Con- 
gress. S. 2548 has ps assed the Senate and is before the House Commit- 
tee on Agriculture. In addition to existing appeal procedures, these 
bills would provide for appeals to the Secretary through a 3-man 
ST ee appeal board, 1 of whom would be appointed by the appel- 
lant, 1 by the Secretary, and 1 by the other 2. They would also author- 
ize appeals to the Secretary through a formal hearing on the record 
conducted by Department hearing examiners, and for judicial review 
by the United States district court in whose district the appeal arose. 
The Department believes there should be adequate provisions for 
appeal and review of any authorized occupancy and use of the national 
forests, and it believes that the bills above mentioned would provide a 
satisfactory procedure. The Department would favor this appeal and 
judicial review procedure in preference to an arbitration procedure 
which would in effect assign administrative responsibilities for the 
management and sale of Federal timber resources to the arbitration 
board. Insofar as we are aware, arbitration procedure of this type 
has not been authorized for disposal of natural resources. 

The Department is in full agreement that it is desirable insofar as 
practicable to mark most timber sales a year ahead. It has not been 
possible to achieve this as standard practice, but progress is being 
made. Even if funds were not a limiting factor, it would be undesir- 
able to have a rigid requirement that all of the timber on a prospective 
sale, or at least 1 year’s cut, be marked in advance before the sale was 
advertised. Such a requirement would be disadvantageous to both 
timber purchasers and the United States. Under such a restriction 
it meal not be possible to meet numerous and urgent needs for quick 
sales, many of which arise as a result of shifts in plans of timber pur- 
chasers and unforeseen needs to salvage fire-killed, blowdown, and in- 
sect- and disease-infested timber. 

This completes my general statement on what you can see is a com- 
plex matter. I have not gone into detail because I thought it would 
be more helpful to you to give a fairly broad background. You may 
have questions on points I have touched upon or on other matters re- 
lating to national-forest timber sales. With me here today are Mr. 
Cliff, who is in charge of national-forest administration, and Mr. 
Mason, who is directly responsible for timber management. Between 
the three of us, we should be glad to try to answer any questions you 
may have. 

Mr. Ener. I notice, Mr. McArdle, you mentioned this matter of 
having an independent agency to do the statistical work with reference 
to price and cost data. That is encompassed in this memorandum 
before the Committee, Mr. Chairman, in item No. 5. 

The timber pricing and profit margin are discussed in item No. 6. 

Mr. Gray said in his statement that he favored a law to require that 
units offered for public sale be appraised for minimum value on the 
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basis which clearly establishes a profit opportunity to the purchasers, 
and that the lumber industry should enjoy a profit earning equal to 
that of other comparable industries. 

Your statement in that particular, Mr. McArdle, is rather interest- 
ing, because on page 4 you say: 

To adopt a procedure which would assure a profit to the purchaser equal to the 
average rate in all industries would be construed as subsidizing the timber in- 
dustries and as placing them in preferred competitive position compared to other 
industries. 

Then over on page 6 you make the statement: 

The Department believes that advertised rates for national forest timber 
should be such as to allow a profit to the purchaser that is reasonable and 
equal to the average profit in the industry concerned for comparable transac- 
TLons 

Will you tell me how you reconcile those two statements / 

Mr. McAropre. The first statement, Mr. Engle, refers to all indus- 
tries, which we understood was the point at question; all types of 
industries. 

The second statement on page 6 refers specifically to the particular 
kind of industry concerned in that sort of sale; the lumber industry, 
for example, in that area. 

Mr. Enoie. Mr. Gray in his letter of May 17, 1954, said that the 
lumber industry should enjoy a profit earning equal to that of other 
comparable industries. 

On page 6 in the second paragraph you say: 

The Department believes that advertised rates for national-forest timber 
should be such as to allow a profit to the purchaser that is reasonable and equal 
to the average profit in the industry concerned for comparable transactions. 

It seems to me it is splitting a hair ae ‘re. I notice a similar type of 
conflict in the statements made by Mr. Mason. For instance, Mr. 
Mason, on April 29, 1954—this is all shown, Mr. Chairman, on page 6 
in the quotations on this memorandum—the Chief Forester’s position 
is summarized by our counsel as, “Would not be equitable to public.” 

In other words, you are against it. 

Another statement is that the allowance for profit and risk from 
National Forest Service is the best judgment of the appraiser from 
similar appraisal analysis of recent transactions and so on. 

Now, Mr. Thompson in his commentary on all of this on May 24, 
1954, called attention to the fact that there is obvious contr adiction 
between what Mr. Mason said before this committee last time and 
what the Chief Forester, Mr. McArdle, said on April 29, 1954. I will 
read a portion of the quotation, where Mr. Mason said: 

Harvesting of timber at the right time and in the proper manner is the objec- 
tive of forestry. A vigorous forest industry with profit opportunities com- 


parable to those in other healthy fields of endeavor is needed to develop and 
utilize the national forests. 


In that instance Mr. Mason did not even limit himself to com- 
parable operations in the same general field. He said, “comparable 
to those in other healthy fields of endeavor,” which would be very 
broad. 

Mr. Abbott, do you have a copy of that memorandum you could 
prov ide to Mr. McArdle. 

Mr. McAroie. Mr. Abbott has just supplied it. 
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Mr. Ener. Mr. McArdle, I say this in all kindness: It looks to me 
like there has been some shilly-shallying around here. I cannot 
reconcile the statement Mr. Mason made before this committee when 
he testified here with the statement you subsequently made on April 
29, 1954, in response to this correspondence, in trying to get this thing 
together; nor can I reconcile your statement on page 4 of your pre- 
pared statement before this committee today and your statement on 
page 6. 

If it is agreed that a fair-profit margin, equal to what is usual in 
comparable undertakings, is to be allowed, it seems to me that we are 
pretty close to agreement. In other words, looking at your statement 
on page 6 we are certainly in pretty close agreement. Looking at the 
statement on page 6 of the counsel’s memorandum, quoting Mr. 
Mason’s testimony before this committee, we are certainly not in very 
serious disagreement on that point, because if you compare what Mr. 
Gray said and what Mr. Mason said, they say pretty much the same 
thing. 

But then you come along on April 29th and say, “This would not be 
equitable to the public or in the public interest.” 

Can we not straighten this thing out and find out just where 
everybody is? 

Mr. McArpre. I think we can, Mr. Engle. The matter has been 
confused in one respect, when we bring in all industries of every type. 
My first statement here was meant to treat of that particular aspect; 
that we believe, as I said, that to include all types of industries would 
not be equitable. 

Mr. Encie. You think Mr. Mason made a statement a little bit too 
broad before the committee, in which he refers to profit opportunities 
comparable to those in other healthy fields of endeavor? You would 
feel that would be a little too broad ¢ 

Mr. McArpte. Mr. Mason is here and he can speak for himself. I 
think that statement would be interpreted as you have interpreted 
‘tas meaning all types of manufacture, when siltibe ibly he did not mean 
it in that way. 

Mr. Eneie. You disagree with that? 

Mr. McArore. If that is what it is intended to mean, we do. 

Mr. EnGie. You are the boss. If you disagree with Mr. Mason your 
opinion on the point overrules his opinion. 

Mr. McArpte. I want to make sure, though, that I know what I am 
disagreeing with. 

‘he second point I attempted to make this morning was that there 
is no disagreement with the Department, and Mr. Gray’s opinion, if 
I understand it correctly now, of using the profit margin for com- 
parable industries—that would mean types of local industries for 
which this timber is likely to be manufactured. We would not include 
the steel industry and all the other things, which we had understood 
was originally proposed and which now develops was not proposed. 

Mr. Eneue. No. They did not say that. 

Mr. McArpite. However, I should make it very plain that tied 
up with this—it may not always be said directly, but tied up with this 
is the insistence on a guaranteed profit. 

Mr. Encore. That is the next thing I wanted to get to. Your state- 
ment on page 4 uses the word “assured.” Nobody has asked that any- 
body be assured a profit. 

47830—54 9 
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Your statement on page 6 says, “be allowed a profit” or “allowed an 
opportunity for a profit”. 

We have to get this thing into focus. What we are talking about are 
the figures that go into the appraised price of national forest timber. 
The complaint of the industry is that everything else is figured in, and 
then if there is anything left for their profit that is at the bottom of 
the totem pole, so to speak, and in figuring that appraised price there 
ought to be standard procedure, an allowance for permissible profit 
comparable with transactions in the same field. That does not mean 
they will get it, because the appraised price is the price at which the 
timber is put up for sale and the bidding starts. They may stick 
their necks out. Whereas you have an appraised price of $30, they 
may bid $35 or more. 

Mr. McArpie. I am glad you made that point about guaranteeing a 
profit. That was the reason I used in my statement, and used delib- 
erately, the word “assure”, because the two points involved here are: 
First, the amount of allowance that would be put in the appraised 
price for profit and risk and how that might be determined—whether 
it would be just pulled out of the air or whether you would use an 
index of the average profit made by either, as we understood previ- 
ously, all industries of all types or, as we now understand, by indus- 
tries of this particular kind. On that latter point, using an index of 
particular industries concerned, I doubt if there is any disagreement 
ut all. But as to the matter of including in the appraised price a 
guaranty or including in the contract a guaranty that they will make 
that much profit, I think the Department would have to take the 
position that we would consider that inadvisable. 

Mr. Eneie. Nobody has even suggested it, Mr. McArdle. I see that 
Mr. Thompson is here. I wonder, Mr. Chairman, if we could have 
him come up and sit here and ask him tocomment. He would not feel 
out of place alongside the Forest Service people, being a former 
regional forester. 

Mr. D’Ewarr. Mr. Thompson, would you like to come forward ? 

Mr. Eneie. Would you draw up a chair alongside of Mr. McArdle, 
Mr. Thompson, so that you will be handy to clarify the position of 
industry. 

Especially I would like to know whether or not I am stating the case 
correctly. If I am correct in my assumption that the industry has 
never asked for a guaranteed profit, but that all the industry has sug- 
gested is that the amount put in the appraisal for profit as a general 
figure be that which is around an average for comparable transactions, 
that. would be an entirely different thing. 

Mr. AsprnaLt. Would my colleague yield? 

Mr. D’Ewart. Mr. Aspinall. 

Mr. Asprnauu. I would like to get something fixed clearly in my 
mind, because if this is open competitive bidding all the time it seems 
to me that appraisal procedures may be more or less secondary. Is 
it the thinking of the Service that there have been instances in the past 
or there are tendencies at the present time for the lumber industry 
purchasers to get together and try to stay some place around the ap- 
praised figure? Do you care to answer that? To me it is rather 
important. 
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Mr. McArpie. I will ask Mr. Mason to answer you, Mr. Aspinall. 

Mr. Mason. Mr. Aspinall, there are certain areas where due to dis- 
tribution of mills and topographic barriers and so forth as a practical 
matter there is virtually no competition and certainly no assurance of 
competition for the timber we advertise. There are other areas 
where we know we will have lots of competition. 

Mr. ASPINALL. Then in those former areas the appraisal procedures 
are primarily necessary, are they not ¢ 

Mr. Mason. That is correct. 

Mr. Asprnatu. They are of first value to the public, who own the 
timber ? 

Mr. Mason. That is correct, Mr. Aspinall. 

Mr. Aspinatui. I understand. 

Mr. Enatr. Let us take that one step further? I have always be 
lieved that the traditional way to protect the public interest was in 
public , oral and competitive bidding. 

Mr. Aspinatu. That is right. 

Mr. Enete. I am against ‘this slight of hs — business that goes on. 

If the Forest Service has confidence in its appraisal methods it 
should not then insist on this sealed bidding. I have a set of figures 
here which show the difference between the appraised and bid prices, 
on the average throughout the country, for each species. In almost 
every instance, with the exception of fir, the bidding has been higher 
than the appraised price. 

(The information referred to is as follows :) 


TIMBER SALES—U,. S. FOREST SERVICE, CALIFORNIA REGION 


TABLE No. 1.—Comparison of appraised and bid prices? 


Ponderosa 


Pine Sugar Pine | White Fir Douglas Fir eae Average 
Year — —_—S | - —— | — _ - — —— —-- + 
Ap- i Ap- Ap- Ap- ; Ap- Ap ‘ 
praised Bid praised Bid praised Bid praised Bid praised Bid praised Bid 
1951 hi 27.48 |33.64 | 37.05 40.43} 8.35 |11.20 | 10,28 |11.97 8.67 | 9.75 18. 54 | 22.32 
| 6. 16 3. 38 | 2. 85 | 1, 69 1,08 3. 78 
1952 3... 26.70 |28. 43 33. 45 |38. 00 5.70 | 6.70} 9.81 [11.53 4.74 | 5.01 17.02 | 18. 75 
| 1.73 4. 55 1. 00 72 37 1.73 
1953 ‘ | 26.18 |28.39 30. 35 131. 55 3.87 | 4.83 5.42 | 6.10 3.47 | 3.68 | $14.74 |416.04 
2. 21 1. 20 76 68 21 1. 30 


! All prices are weighted averages. 

2**Green”’ sales only—excludes “‘salvage sales.” 

+ Appraised prices do not include escalator clause adjustments, which, until last quarter of 1953 have 
generally been upward. 

4 Overbidding has decreased materially. 


TABLE NO, 2,—Number of sales made 





Year | Appraised | Overbid | Total ! 
| 
. el | anion) 
eae sik ieinainiiaaite seh etee saan asked 32 | 49 | 81 
Mi Soi 3 fh oi, Ml adedaes a dake | 35 37 | 72 
he itewsicndm al _— has wean ee Oa dedunes 34 | 40 | 74 





1 Includes small sales not re aeehen in quarterly ‘“‘“Summary reports.” 
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TABLE No. 3.—Analysis of bids 





| Over bids 
Year No. over bid |--—#——_---_-____--_—- 
0 to 25 cents | 25 cents to $1 Over $1 
1951 0 f 2 24 
1952 2 10 7 19 


Data from Quarterly Summaries by Forest Service. 


Mr. Enaue. I started out to ask Mr. Thompson to comment on 
whether or not I was st: ting the case correctly as the industry was 
asking about it, so that we would be talking about the same thing. 

I say: They have never asked for a cuaranteed profit ? All they 
have asked is that the profit margin be put in as an average for com- 
parable transactions; is that correct ? 


STATEMENT OF PERRY A. THOMPSON, SECRETARY-MANAGER, 
WESTERN LUMBER MANUFACTURERS ASSOCIATION 


Mr. Tuomrson. That is certainly correct. 

Mr. D’Ewart. Would you first identify yourself for the record. 

Mr. Tompson. My name is Perry A. Thompson, secretary-man- 
ager of the Western Lumber Manufacturers Association. 

I had a big mark with my pencil, Mr. Chairman and gentlemen, 
when I heard that statement in here that industry was expecting an 
assurance of profit. Industry has never, to my knowledge, made such 
a request. I was a little bit disturbed when I read that statement in 
here. 

In every case, at least that I have discussed with the Forest Service 
at any time, with anybody about it, we have talked about a profit 
opportunity, which is quite something different from a guaranteed 
profit. 

That statement and those words came almost directly from Mr. 
Mason’s statement, which we thought was a very good statement and 
which was given here in March and which you quoted a few minutes 
ago: that a vigorous forest industry with profit opportunities com- 
parable to those in other healthy fields of endeavor is needed to develop 
and utilize the national forests. 

We agree with that 100 percent. We have based our argument on 
that ever since Mr. Mason made that statement. No one, to my know!l- 
edge, has ever asked for any procedure which would guarantee profits, 
realizing that is not proper or possible or practicable. 

Mr. Enere. What I am trying to tie down is that Mr. McArdle’s 
statement on page 4, at the beginning of the third paragraph, puts up 
a strawman and then proceeds to knock him down, when he never in 
fact existed. The industry has never proposed that profit margins 
allowed in calculating timber values should be sufficient to assure the 
purchaser of a rate of return equal to the average rate of return in all 
industries. 

What they asked for was something very different. Is it correct to 
say, Mr. Thompson, that the industry would certainly accept Mr. 
Mason’s statement as quoted in the memorandum on page 6? 

Mr. THompson. Yes. We have accepted it. We are basing a good 
deal of our case on that. We accept it wholly. 
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Mr. Enote. Let me ask Mr. McArdle: Would the Forest Service 
accept Mr. Mason’s statement? It is at the bottom of the first col- 
umn, Mr. McArdle. 


Mr. THomeson. It is quoted from your last paragraph. 


STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY EDWARD 
P. CLIFF AND IRA J. MASON—Resumed 


Mr. McArpte. You are referring, I think, Mr. Engle, to the part 
underlined at the bottom of the left-hand column on the page carrying 
item 6? We would accept that statement. 

Mr. Enete. Now, if you accept that statement how do you imple- 
ment it? How do you put it into execution? Mr. Gray suggests 
legislation to do it. It is not necessary to have legilsation to do that, 
is it? 

Mr. McArpte. No, sir. 

Mr. Enoix. Can you people not implement that in a policy directive 
in the Department? In other words, if everybody agrees that is what 
it ought to be, can it not be implemented ? 

Mr. Mason. Mr. Engle, we think we are implementing it. We think 
the lumber industry is also implementing it in the prices they offer 
to pay for our timber. We try to study those prices and analyze them 
and apply them to new transactions. 

The lumber industry is certainly of age and competent to figure out 
what it can afford to pay for stumpage. 

Mr. Enexe. Could you comment on that statement, Mr. Thompson ? 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. THompson. I would like to make one comment which I think 
is rather illuminating. In discussions just last week with the head 
of the timber management work in California, he was presenting to 
me for consideration and general approval some changes which were 
being put into effect in the appraisals in the California region. I was 
a little disappointed in them, although it was distinctly a step in the 
right direction, and I applaud that, of course. 

I asked the gentleman one question, and I had the text of it here, 
where I said: 

Why did you determine on such a small change at this time, when we all know, 
and the records fully support the fact that for the last 12 months the markets, 
the selling prices of lumber, have been substantially below the selling price which 
you used when you made your appraisal? 


And I said: 

How did you determine that this small change was the proper one? 

I am trying to quote him exactly. He said: 

Well, in our recent negotiations and discussions with prospective purchasers 
this seems to be the point at which they were willing to buy. 

Those may not be his exact words, but that is the idea. He said: 
“That seems to be a proper place to stop. It seems to be a proper 
measure of what people are willing to pay.” 

Now, I want to point out this fact in relation to that, and I think 
it will illuminate this situation somewhat: Any lumberman who has 
not bought his timber prior to the latter part of May or the month of 
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June—and that is the period we were talking about—is in a pretty 
tight situation, because lumbering in California and in most of the 
national-forest areas is strictly a seasonal job, and the season runs 
from May to October or November. If he has not bought his timber 
at that point he either has to buy or close his mill. 

I maintain that a conference at a point like that, between a seller 
who has nothing to lose, who is not forced to sell, w ho has no particu- 
lar personal risk involved to him at all, and a lumberman who does 
not have timber to keep his saws running during the summer, who 
has everything invested, and sometimes ‘$1 million invested of his 
own money and his stockholders’ money, and who has about 200 or 
300 people looking to him for employment, and who must be laid 
off if he does not buy this timber, is not exactly right. Surely; it is 
good business, but it is not exactly an equal discussion at all. The 
seller approaches the thing with a feeling that “Well, I can get what 
I want out of this. I can sell.” 

Maybe he does not say that to himself, but he has nothing to risk 
and nothing to lose. The operator must either close the deal then and 
there or shut his mill down, frequently. 

Mr. Asprnaui. Let me ask you this question: You say it may be 
good business or it may not be good business. Let me ask you: Why 
is it necessary that there be these conferences between prospective 
buyers and the seller as to what may be the field price and so forth, 
in order to arrive at appraisal values?) Why can the seller not accept 
the responsibility of studying the economics of the time and the 
amount of supply available and the demand and all of that without 
getting in touch with prospective buyers in order to establish it / 

Mr. THompson. The buyers come to the seller, sir. The seller 
usually is there. He has charge of the timber. The buyer comes to 
him and says, “I want to buy some timber.” 

Mr. Asprnay. Let me ask you another question. In the area which 
I represent we have great surpluses of a certain kind of timber. 

Mr. THompson. Yes. 

Mr. Asrrnai. I do not know whether it is possible to open these up 
for sale without prospective buyers or not. But as I understand it 
you have surpluses of ripe timber presently in areas in your State; 
is that mght ¢ 

Mr. Tuompson. That is right. Most of those surpluses, however, 
are not available because they cannot be readily reached by roads 
or otherwise. There are places of big surplus, as Representative En- 
gle well knows, in his territory, but they are not accessible by reason of 
lack of roads. 

Mr. Asrinat. In other words, it is necessary for the prospective 
buyer to make the first approach to the Service before there is a possi- 
bility of sale; is that right ¢ 

Mr. Tuomrson. Not entirely ;no. I would not say that entirely. 

They know that the timber is there and is available for sale. The 
Forest Service usually lets people know: “We have timber for sale in 
this area.” 

They know that. They are inquiring all the time, and discussing 
problems day after day. The various lumbermen us sually know when 
the Forest Service is preparing a body of timber for sale. There may 
be 1 or 2, or maybe 3 or 4, bidders for it. Those bidders will come 
around and discuss, “What price are you going to ask for that?” to 
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find out whether or not they are going to be interested in that body of 
timber. 

Mr. Asprnati. And the Service welcomes the conferences in order 
to try to establish a fair appraisal value ? 

Mr. Tuompson. I could not answer that. You would have to ask 
the Service whether they welcome it for that particular purpose or 
not. 

I would point this out, however, since you asked me about the 
buyer: The buyer, of course, is very much interested in what the ap- 
praised price is going to be. He may not be able to pay that price. 

I could point out that in our State last year there were at least 6 and 
I think 7 sales for which no bids were submitted at all because the ap- 
praised price was too high. Those sales comprised better than 60 and 
possibly as much as 70 million feet of timber, which is one-tenth of 
the total amount sold in California. 

So the buyer does not know in advance always whether or not he can 
or is willing to pay the appraised price. So in advance of the an- 
nouncement or the final setting of that appraised price he likes to go 
to see the Forest Service and talk about it, to see if he cannot reach 
some sort of agreement withthem. Occasionally they do. 

Mr. Asprnatu. Is this procedure followed in other activities, in try- 
ing to arrive at appraised values; or do you know? 

Mr. THomrson. I do not know. I do not know that the situation is 
quite comparable with the disposition of any other of the national 
forest resources. 

Mr. Enate. Mr. Chairman, may I say that my confusion is now com- 
plete. We have a memorandum supplied by our counsel, and on page 
6 of the memorandum it shows that the Forest Service contradicted 
itself three times. Then we have Mr. McArdle’s statement today, 
where, on page 4, he proceeds with an assumption which is not war- 
ranted by any evidence that has been presented to this committee ; and 
on page 6, where he in effect agrees with the statement made by the 
industry. 

Now we are told by Mr. Mason they have been doing it all the time. 

As I read the memorandum here, the Chief Forester on April 29, 
1954, said it would not be equitable to the public. I would like to see 
that portion of the Forest Service Manual which implements this 
statement ‘which Mr. Mason now says is part and parcel of what they 
have being doing all the time. Do you have it in black and white some 


place? 


STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY 
EDWARD P. CLIFF AND IRA J. MASON—Resumed 


Mr. Mason. I do not have our Manual with me. I am sorry; I did 
not think to bring it. 

What is in our general Manual I think covers your point—and of 
course I would be ‘el: id to supply it to you—in a rather general way. 
As we told the committee in March, insofar as the more detailed and 
technical instructions are concerned, we are in the process of revising 
them. The existing Appraisal Manual was published in 1922. It is 
out of print and acinaiet at out of date. It has been kept up to date 
through circular orders and revisions of instructions, but we agree it 











132 MARKING AND PRICING OF TIMBER IN NATIONAL FORESTS 
badly needs a comprehensive overhaul, which we are in the process 
of doing. 

I do not have that in shape to present to you at this time. 

Mr. Ener. I am not talking about the overhaul. You just got 
through saying, Mr. Mason, t hat you have been doing this all the time. 
I would like to see the specific sections of your present Manual which 
describe that. If you can present it I would like to have Mr. Abbott 
look it over and see if we can find out whether it does or not; while I 
ask Mr. Thompson whether or not it is true that present Forest Service 
practices are in fact following out the statement made by Mr. Mason 
before this committee. 

(Cover letter and sections of Manual on pp. 151, 152.) 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. Tuompson. Are you asking me to comment on that? 

Mr. Eneie. Yes. 

Mr. Tompson. Of course there is a disagreement on the point. 
The Forest Service has always said, “We think our prices afford a 
reasonable profit opportunity.” 

The people who are largely dependent upon the national forests 
do not think that the prices at which they advertise their timber do 
provide a reasonable profit opportunity. 

Now, I want to point out here the statement on the bottom of page 
5 in this paper that Mr. McArdle read: 

In general, however, purchasers must necessarily gage the prices they offer to 
pay for timber so as to obtain at least an average rate of industrial return over 
the period when they will be cutting and selling the timber. 

There is a great deal of difference in the approach to that problem 
of getting an average rate of industrial return if you are completely 
dependent or substantially or largely dependent upon the seller for 
your timber supplies. 

There are all degrees of timber owners in California. Some of 
them have large amounts of timber of their own, and cut altogether 
their own private timber. Others have a large amount of private 
timber and may feed into that timber and buy from time to time 10 or 
15 or 20 or 25 percent of their average cut from the national forests. 
Other operators out there built their mills with the expectation of 
maintaining the healthy, vigorous industry Mr. Mason talks about, to 
be fully dependent on the national-forest timber. 

Most of the private timber was purchased a long time ago, when 
prices were way below what they are today, for stumpage prices. The 
man who can cut 50-50 of national-forest timber and the private tim- 
ber, which, in most cases, he did buy cheaply, is in a quite different 
situation from the man who is completely dependent on and at the 
mercy of the Government. If they set their prices too high, he either 
accepts them—he is not necessarily gaging what he can afford to pay 
so as to obtain at least an average rate of industrial return at all, but 
he is at times forced to pay—or he closes down. . 

I have seen the books of some of those men, and they certainly lead 
me to believe that in some cases, or a good many cases, he accepts the 
best price he can get from the Forest Service if it will enable him to 
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keep his mill going, in the hope that later on he will be able to make a 
more adequate profit. 

I think before the end of this year some of our people will submit 
to the Forest Service their full financial statements for examination 
by the Forest Service, which they say will prove definitely that they 
are not making that average and cannot make that average industrial 
return. 

The reason for that, we believe, is the adherence of the Forest 
Service to the practice of considering the transaction price as the best 
gaged price. The transaction price, as I have said here before and I 
would like to say again, is frequently the top price of 4 or sometimes 
more than 4 prices. I say the transaction price is that price which 
the most favorably situated mill can afford to pay for that body of 

timber; not the one which is the fair market price, necessarily, con- 
sidering an average industrial return. 

Mr. Eneue. Can you reconcile the statement made by the gentle- 
man in California to you recently? He isthe timber-management man 
in the regional office, is he not ? 

Mr. THompson. That is right. 

Mr. Enaiex. He said that is at the level about which they would be 
willing to buy. Can you reconcile that with Mr. Mason’s statement 
that they have a system and a set of items they put into this appraisal, 
and one of them is a fair profit / 

Mr. THompson. I could reconcile it in this way: I want to be fully 
honest with these Forest Service appre Lisers, They are honest men. 
They are attempting to do a good job. I don’t think they have the 
full, accurate information they need to make these appraisals on an 
average basis. They say consistently, “We believe our allowances are 
adequate,” and industry says, “The are not.” And we can furnish 

evidence to you that they are not. 

Mr. Enoie. Mechanic ally, how are we going to adjust the situation 
so that they are? That is what we are trying todo. We are trying to 
find some mechanical way to do it. That is why I asked Mr. Mason 
for his Manual. 

Have you ever seen the Manual, Mr. Thompson ? 

Mr. Tuompson. Well, I have a copy of the Manual that was given 
to me in 1952. Recently I wrote Mr. Mason a letter—and he will well 
remember it—pointing out certain phrases in the Manual which I 
said certainly did not coincide with his present practices. He wrote 
back and said, “I cannot find those in my Manual.” Come to find out, 
the Manual had been changed since 1952, and I had an obsolete 
Manual. Since I have no copy of the Manual on that particular point, 
and it bears directly on this profit thing, I cannot tell you exactly 
what is in the Manual. 

Mr. D’Ewart. I would like to clear up one point which Mr. Aspin- 
all raised. The appraisals are not a matter of negotiation, are they ? 

Mr. THomeson. No. 

Mr. D’Ewarr. The factors that enter into the appraisal might be 
a matter of negotiation, but the appraisal itself is not a matter of 
negotiation ? 
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STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY 
EDWARD P. CLIFF AND IRA J. MASON—Resumed 


Mr. Mason. That is correct, sir. 

Mr. D’Ewarr. I think you gave the wrong impression before. 

Mr. Tuompson. Could I comment on that 4 

Mr. D’Ewarr. Iwould like to have Mr. Mason complete his state- 
ment, and then we would be glad to hear you. 

Mr. Tuompson. I thought he was through. 

Mr. Mason. The responsibility for the final price decision is ours. 
We frequently discuss the details of appraisals and what goes into them 
and get the viewpoint of the timber-sale applicant or potential pur- 
chaser on some of these points, but we take full responsibility for the 
final decision, after having listened to them, if that is your question. 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. THompson. I would like to comment on that. 

It is necessary and proper, and I think the Forest Service is to be 
commended for their willingness to sit down and discuss appraisals 
with operators. That is a relatively new procedure. The reason for 
that is that the cost of getting out any particular body of timber is a 
matter pretty much of estimating. That is one of the basic factors, 
of course, which determines your final profit figures or stumpage 
figures. 

The operator may disagree with the Forest Service when they say, 

“You can build a road up that mountain for $5,000 a mile,” and he 
will say, “I cannot build it for any such figure; it will cost $7,000 
a mile.” Then they go out and look over that road and the area and 
arrive at an approximate agreement as to what that road actually 
will cost. That same thing applies to 20 or 30 other steps in arriving 
at the total logging cost. [say that isa good practice. 

Mr. D’Ewarr. That is what I meant when I said that the factors 
which went into the appraisal would be subject to discussion—— 

Mr. THompson. Yes. 

Mr. D’Ewarr. But after those factors are determined, then the 
total result would not be subject to discussion. 

Mr. THompson. Ail the factors are subject to discussion if they 
revolve around the matter of the cost of the operator for doing the 
logging. Other factors are seldom discussed. 

The final judgment as to what the profit ratio is that will be applied 
is entirely with the Forest Service. 


STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY 
EDWARD P. CLIFF AND IRA J. MASON—Resumed 


Mr. McArpie. Mr. Chairman, I would like to make a brief state- 
ment, which I hope will help to clear this up. 

This matter of timber appraisals is not a simple one, as Mr. Thomp- 
son indicated. As I said earlier, the basic procedure is to estimate 
what it would cost to log and manufacture the national forest timber 
by an operator of approximately average efficiency. We do not take 
either the best or the worst. We do collect statistics. These estimates 
are not pulled out of the hat or out of the air. We do have something 
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to goon. Finding out how much it will cost the man to manufacture, 
we then add an allowance for profit and risk. I thought that was the 
subject of the earlier discussion; the question of how we might arrive 
at an allowance for profit and risk; whether we would pull that out 
of the air or whether we would use some basic statistics obtained from 
analyses by business bureaus or other means. 

Mr. D’Ewarr. Might I ask a question? In determining the factor 
of profit and risk do you try to look into the future and see what 
the market value of this product will be when it is harvested, or do you 
determine that on present-day market ? 

Mr. Mason. Mr. D’Ewart, that is a key question. I hope I do not 
give too complicated an answer. 

As stated on page 5, we feel that in every purchase of timber the 
purchaser has to think about the future. Some of our sales go 3 years 
without a reappraisal. He is not really concerned about “what the 
price is on the day he bids. What really means the most to him is 
what the prices and the costs are going to be when he cuts and sells 
the timber. 

We feel that the best way to get the industry’s judgment of the 
future is - analyze their recent bids. That is really, to my notion, an 
essential bone of contention here. We feel that through such an 
analysis we can get the most dependable guidelines for the profit and 
risk allowance in the appraisal we are making, and we can get it better 
than by looking up Internal Revenue statistics. 

Mr. D’Ewarr. We had a discussion on the floor on economic guide- 
lines yesterday. 

Mr. Enaue. Let me read now from a letter by the Chief Forester, 
April 29, 1954. in which he said precisely the opposite. He said: 

Cost and selling value computation in national forest appraisals are a calcula- 
tion of results which should have been obtained by an operator of average 
efficiency during a stated past 
and I emphasize the word “past”— 
period with the costs and selling values then prevailing. 

In other words, Mr. Mason, what you have _ said is exactly 
opposite to what the Chief Forester said on April 29, 1954. 

Mr. Mason. No, sir. Pardon me. 

Mr. Enexe. That is the thing that gets me completely confused here. 
Every time I turn around somebody has said something different. 
You said one thing before the committee. Mr. McArdle said another 
thing on April 29. And then Mr. Craft came along with something 
else. 

So help me, I do not know whether this is a shell-and-pea game or 
just what it is. If you will look on page 6 of this memorandum, in 
the second paragr aph, you will see the statement quoted to which I 
referred. If that is not a precise opposite of what you just said, I 
cannot read simple English. 

Mr. Mason. Mr. Engle, could I try to explain? 

Mr. Encue. Yes, sir. I hope somebody will tell me why we go 
‘round and ’round and ‘round here. 

Mr. Mason. Mr. Engle, the statement you read from the April 29 
letter is correct. If you will note, that talks about the determination 
of costs and selling values. They come from a recent period in the 
past. That is correct. 








136 MARKING AND PRICING OF TIMBER IN NATIONAL FORESTS 

Now in my comments to Mr. D’Ewart’s question I was talking 
about the determination of the profit ratio, the profit allowance to 
go with those costs. There is where we try to get the judgment of 
the industry. They are two different things. They are not in conflict, 
we think. 

Mr. Enote. I think they are necessarily parts of each other. 

Let us read the next paragraph by the Chief Forester. 

Allowance from profit and risk in National Forest Service is best judgment of 
eppraiser from similar appraisal analysis of recent transactions—— 

Mr. Mason. That is right. 

Mr. Enate. If they are “recent” they must have been “past.” 

Mr. Mason. That is right. 

Mr. EnGue. So you are right back where you were on your allow- 
ance for profit. That is what we are talking about sir. |Reading:] 
recent transactions of what allowance for profit under the stated appraisal base 
purchasers require to enter currently into purchase commitments. 

You say it is not in conflict, but these are just words, words, words. 
What I want to find ovt is why we cannot boil this thing down to 
something specific. 

Can you reconcile your present statement with the third paragraph 
in the second column on page 6, by the Chief Forester, on April 
29, 1954? 

Mr. Mason. Yes,sir. As I said before, we feel the price a purchaser 
pays is influenced by his judgment of what his returns will be when 
he cuts and sells that timber. This analysis of recent bidding is 
where we feel we get an interpretation of the future. 

Now, the analysis of the bidding and the costs and selling value cal- 
culations are all based on matters of records which are “necessarily 
past things. The costs and selling values are from companies’ books. 
it has nothing to do with the future. 

My contention is that this analysis of what purchasers allow them- 
selves for profit and risk in recent transactions does necessarily take 
into account their judgment of the future. 

Mr. Enaue. Maybe you have clarified it for the record. I will have 
to read the record after it is in print. 

Is there not some place where you have specific items, 1 through 
10 or 1 through 13 or whatever they are, which go into this appr aised 
rice ? 

Mr. Mason. I am sorry; I do not quite catch your question. 

Mr. Eno. Do you not have a specific list of items that go into the 
appraised price, as standard operating procedure ? 

Mr. Mason. Yes. 

Mr. Enete. Where is that list? , 

Mr. Mason. That belongs in our appraisal manual. The material 
that I can furnish from our full manual will not have that list in it. 
Every region has its own list of those things at the present time. In 
this revision of the appraisal manual we are revising our list. We 
have it in the old manual of 1922. 

Mr. Enete. Would you have any objection to a bill that said, “These 
are the items that the Forest Service shall put into the appraisal,” 
and just name them 1, 2, 3, 4, 5, 6, or how many there are; which 
would include your own statement on the bottom of page 6 in the 
first column in regard to the allowance for profit? Is there anything 
wrong with that? 
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Mr. Mason. I would not object to that myself, if the language were 
sufficiently flexible so that it could include every pertinent item. It 
is very difficult to draw up a list which will include every pertinent 
item for every section of the country and all the various circumstances 
we encounter. 

I certainly want to make clear we want to give consideration to 
every pertinent item that affects costs or returns. 

Mr. Ener. It is true, is it not, that administratively you can solve 
this problem ? 

Mr. Mason. I think so. 

Mr. Ener. But if you do not do it administratively then it is going 
to be necessary for Congress to legislate as a policy matter on how its 
appraisals shi ull be arrived at. So far as I can see at present, there 
is no disposition to settle the matter administratively. At least, in- 
dustry tells me we are as far apart when these conferences ended as 
when they began. 

Mr. Mason. Mr. Engle, if I could comment on that, I would like 
to say that we are quite aware that we have some unresolved problems 
with California industry, but there are a lot of other segments of 
industry where we have not any particular difficulty on price at all at 
this time, or generally. 

Mr. McAroue. I would like to say also, if that is what they have 
told you, Mr. Engle, it is not what they have told us. I think the 
majority are sincerely convinced that together we are attempting to 
work out some of these matters which have risen to a particular peak 
in recent years because of the very great increase in the volume of the 
national forest timber sold; and, as Mr. Thompson has mentioned, 
also the greatly increased number of individual companies dependent 
in large part, or some part, at least, on national forest timber. That 
has created problems which a few years ago we simply did not have. 

I would like to continue the statement which I started a little 
earlier. Having estimated from analysis of all available records of 
operating companies and taking due allowance for efficiency of en 
individual operations, so as not to penalize a less efficient operator ¢ 
give undue advantage to a more efficient operator, we arrived at an 
estimate of manufacturing costs, and we make an allowance for profit 
and risk. That is based on what indices we can have and our own 
best judgment. 

Frequently there is consultation with members of the industry 
and such indications as we can get as to the size of the profit and 

risk allowance that should be made. The sum of those is subtracted 
from an estimate of the selling price. The residual is the stumpage 
value. The Government gets what is left. 

Mr. Enotr. Wait a minute. Did you say the Government gets what 
is left? My recollection of our last hearing is that if there is ‘anything 
left the lumber operator got it. 

Mr. McArpre. I was talking about the stumpage price. The re- 
sidual is the stumpage price. 

The point I was trying to lead up to, Mr. Engle, was this: One of 
the points we have been “considering here is how should we arrive at 
this amount to be determined for profit and risk? Should it be 
written into legislation, or should we attempt to do it ourselves? 
What procedure should we use in establishing the percentage or the 
size of that allowance for profit and risk? 
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What actually happens is that the amount that we use as the sell- 
ing price quite freque ntly changes before the successful purchaser logs 
the timber. So he finds that the allowance which we have made for 
profit and risk becomes successively smaller as the market declines. 

If the market goes up the allowance we have made for profit and 
risk successively gets larger. But we do not have any complaints when 
the market goes up. The complaints only come in when the market 
goes down and the allowance for profit and risk get smaller. 

So you inevitably find yourself talking on this “subject of some way 
to make sure that there will be some profit to the operator involved. 
That was what Mr. Mason meant a moment ago, I think, when he 
said that the bidder for this timber tries to look into the future; not 
so much at the time he is buying the timber, but what will the situation 
be on the selling price of the timber at the time he logs it? 

This allowance that we give we put in the appraisal, and we are 
required by law to make an appraisal. The allowance that we put 
into the appraisal will be an estimate based on the best judgment 
and the best information we can get, but it will not stay static any 
more than the selling price stays static. Those two change. As 
selling price changes the profit to be realized changes. 

Mr. Ener. But that does not have any bearing particularly on the 
appraisal. 

Mr. McAroie. It does on the profit that the operator finally real- 
izes. I think that is what Mr. Thompson was talking about. At the 
time he cuts the timber, the selling price having dropped, the profit 
also has drop ped. 

Mr. D’Ewarr. Mr. McArdle, I suggest that it is now 11:30, and we 
do not have too much time. You may proceed with anything further 
you have to say. 

Mr. McArpie. Mr. Chairman, is the committee particularly con- 
eerned with this matter of requiring that the full allowable cut 
be offered each year? We understand that that might be one of the 
matters that the committee would want to consider, so we were pre- 
pared on that subject. 

Mr. Eneie. There was one subject which we did not discuss, which 
you already passed over, and that is the matter of the point made on 
item 5 of this memorandum: 

Proposal that separate Federal agency gather data other than agency respon- 
sible for fixing timber appraisals. 

I notice Mr. McArdle says he is against that, and he said so in his 
response to these inquiries, but Mr. Thompson very logically points 
out that the Forest Service has no people who are technically trained 
to do this. 

The matter of analyzing and evaluating general business data and 
information is really a function of the Department of Commerce. I 
think it would be a fine thing and would settle a lot of arguments 
around here if we just put that part of the case in the Department of 
Commerce, where they have the experts to do it. There is no one in 
the Forest Service who is an expert in that field. They are trained 
as foresters. They know a tree and they know a bug, and they know 
a bug that will eat a tree, and they know some things about various 
species of trees; but here we have an outfit which is trained purely 
in the field of forestry going into the business of analyzing statistical 
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data relating to business transactions. I think that is the nub of the 
trouble. We have a bunch of amateurs in that field doing a job for 
which they are wholly unqualified and for which they have no train- 
ing. A simple little bill saying that all this appraisal data would 
be put in the hands of the Department of Commerce, it seems to me, 
would get rid of a lot of this difficulty, because at least we would 
have people of real competence and training in the field doing it. 

How do you meet that argument, Mr. McArdle? My statement 
is merely a summary of what Mr. Thompson said here on page 5 of 
this memorandum. 

Mr. McArpie. You may be talking here—and I want to be sure 
I understand what we are talking about—two different things. 
One is the collection of information that would be used as a guide in 
making appraisals. We do use information collected by other people, 
but we also collect a lot of our own information which other agen- 
cies are not in a position or not competent, I will say, to collect at 
least with their present facilities. 

It may take logging engineers and other types of skilled people 
that these other agencies do not have. We use information from 
many sources, 

The second question or point might be that some other agency of 
the Government would make the complete appraisal. Now, it was 
on that point that I was expressing disagreement. I think Congress 
has lodged with the Department of Agric culture the responsibility for 
coming up with the final appraisal. I meant to hold to that. We 
have no objection whatsoever to using information collected by other 
agencies, and do so now. 

Mr. Enere. What Mr. Gray suggests is that the legislation be in- 
troduced to require a separation as to the Federal agency with the 
function of gathering industry selling price data and production 
cost data and the function of selling timber. The Forest Service 
would still be the sales agency, but the determinations of the cost 
data and the gathering of information with respect to selling data 
would be fixed in the Department of Commerce. That is a very clear 
expression, is it not? 

Mr. McArpte. I will ask Mr. Mason to make some further com- 
ment on that, Mr. Chairman. 

Mr. Mason. Mr. Engle, we employ logging engineers to do this 
appraisal data collection and to make the appraisals. We have been 
in the business for 50 years. We are by far the largest organization 
selling timber in the United States. We sell about equal to 15 percent 
of the annual lumber cut in the Nation. If vou want to compare that 
with the cut of Weyerhauser, the last I heard they cut about 3 percent 
of the annual cut. 

I would say that there is not any other organization that has the 
experience we have in this cost-collection matter right now. 

Mr. Enere. Would you say that the Department of Commerce does 
not have as much experience as you people do ¢ 

Mr. Mason. In the field of logging costs and sawmilling costs and 
things related to making timber appraisals; yes, sir, I do. 

Mr. Ener. When you get foresters they come in from where? 

Mr. Mason. We recruit them from the forest schools, and the ones 
with special training or aptitudes in logging engineering are the people 
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recruited for or moved into the timber sales organizations, to make that 
their career. 

Mr. Enate. I would like to suggest to you it might be a fine thing 
to have somebody recruited with some business training and back- 
ground and some experience in the field of accounting. 

Mr. Mason. I think you have a point there. We are thinking 
about: it 

Mr. McArpie. We are going further than thinking about it: we are 
doing something about it. I tried to take care of that earlier in my 
statement. 

Mr. Encoie. I know. You are going to employ an industrial firm to 
monkey around with it. 

Mr. Thompson, did you want to comment ? 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. THompson. Yes: I would like to make 1 or 2 comments. 

First, I would like to comment that industry said to Mr. Engle 
that no particular progress had been made as a result of these meet- 
ings. I was not at these meetings. There was no representative of 
our association there. We were not permitted representation there 
because we are small and do not rate on the national scale. 

In that connection I would like to eall your attention to the state- 
ment on page 2 that there were 24 industry representatives, mainly 
officers and directors of lumber and pulp and paper companies. Well, 
there were far more paper and pulp representatives there than lumber- 
industry representatives, and we are talking about the lumber indus- 
try problem, primarily in the West. None of the pulp associations, 
so far as I know, are dependent on the national forest timber, although 
some of them buy considerable quantities, of course. 

[ just started out to say that I have only talked with a few who 
were present at these conferences, and they felt that while no definite 
results had come from them there had been an exchange of opinions 
and discussion that should, in their opinion, ultimately prove helpful. 

Now, I want to comment on this matter of the collection of costs. 
The collection of operating costs is made by Forest Service employees 
directly from the books of those who pr urchase timber from the na- 
tional forests. That is rather a simple matter. But there are many 
interpretations. There are acceptances or rejections of many items 
which are called “costs” by the operator W hich the Forest Service does 
not accept as costs 

My statement here says that there are items of costs which are con- 
sidered as costs by the Bureau of Internal Revenue, for instance, which 
the Forest Service rejects. And there are a number of items of cost 
which in total are not too great. Sometimes your discussions of those 
items of cost can be resolved pretty well, but we do not believe that 
some of the determinations or decisions the Forest Service makes as 
to the rejection of this matter as a cost are sound. They may affect 
the ultimate price of the timber somewhat. That is the biggest point 
of disagreement on costs. The Forest Service uses its own opinion 
as to what is or is not cost. 

I have suggested to the local region out there that they develop a 
form—any kind of a form they want to—on which the operators them- 
selves can enter the various items of costs and certify to their accuracy, 
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just in the same manner that the Bureau of Internal Revenue does 
when it collects information concerning taxes. Then if the Forest 
Service wants to make spot checks or as many checks as it likes, natu- 
rally that can be done. But if the Forest Service does accept that, 
I think that will eliminate quite a few disagreements, and it will 
certainly save the Forest Service hundreds of man-months of work 
In a year by reason of the fact that it takes a long, long time for a 
corps of men to go around in each region and get all the data from the 
operators. 

But the biggest item, or the most important item, which we skirted 
around in a way, is the arriving at the selling price of the lumber, 
which is the point from which all appraisals begin. It is the LSP, 
the estimated lumber selling price. That is the difficult thing to do. 

I believe that the methodology used by the Forest Service, which is 
to hark back to a previous period, is leading them somewhat astray. 
In support of that I can quote exper iences in the last couple of years. 

Beginning with the year 1943 the base lumber price—I mean, not 
the base index on which the escalator clause will apply, but the average 
estimated price of the lumber—in their appraisals was $70.50 for 
California white fir. California white fir was selling somewhat near 
that point at that time. By July the price was off on white fir about 
$5. The Forest Service then made an adjustment of the lumber sell- 
ing price for subsequent appraisals to $67.84. That was still well 
above the current selling price. 

On January 1, 1954, the lumber selling price for California white 
fir was $60.15, I believe. Beginning on that date the Forest Service 
used the estimated future lumber selling price as $65.21, still $5 
above the current selling price. 

The price of white fir continued down, and in July it was still 
sixty dollars-and-some-odd-cents. So in July—the instructions are 
not completely out yet to all the Forest Service, but I was given a 
tentative look at them the other day the estimated price of white 
fir will be based on $63.55. So the future estimates by the Forest 
Service being based on an examination of past records on a down- 
trending market can lead them into a situation whereby the profit 
margins are always much lower, actually, than the appraisal shows 
them to be. 

On a downtrend market that is compensated for to some degree by 
the escalator clause, but not necessarily fully by any means. 

Mr. Mason said the profit margin grew larger as the price goes up. 
It is true if the price gets by the established base and goes higher there 
is a 50-50 division so far as the appraisal is concerned, but the operator 
does not get 50-50, of course. He gets about 241% or 25 percent, be- 
cause if he makes 50 cents more ea he has to pay a 50 percent tax 
on that, so he gets ultimately 25 cents of whatever the price raises 
per dollars 

The point I intended to make here is that on a downtrending market 
the operator is heavily penalized because the estimated lumber price, 
which is the first starting point of every appraisal, is way behind the 
current selling price. It never catches up. It cannot catch up unless 
the Forest Service determines to depart somewhat from that measure- 
ment of future selling price by past experience and makes an estimate 
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that coincides somewhat with the operator's estimate of the future 
selling price. 

My next point is that the methodology has become almost the ruling 
factor in Forest Service appraisals. The field people do not have mue h 
leeway in establishing prices for any given piece of timber. They are 
told the ‘vy can use profit ratios of 12 to 14 percent or 8 to 10 percent, and 
they have an extremely narrow margin. 

As applied the final and average profit allowance for a timber sale 
varies so greatly that I cannot believe there is not some error or some 
weakness in their appraisal record. 

Here is a statement of profit allowances permitted in sales made 
since April. Here is sale No. 1. The conversion return—that is, the 
possible profit permissible—is shown on Douglas fir. There were 6.5 
million feet, or about 35 percent of the sale, in fir. The maximum any- 
body could make without any stumpage would be $2.70 per thousand. 
He was allowed a profit margin of 29 cents, and the recommended 
stumpage was $2.50, which I think is the minimum price for stumpage 
in that area. 

The recommended prices for pine allowed a very reasonable profit ; 
around $15 for pine. But on the fir allowing only one-half of 1 percent 
margin in the fir species pulled the average profit margin for the sale 
as a whole down to $6.44. All right; there is a sale with $6.44 average 
profit and risk allowance, in a mixed species sale. 

Here is another one over here with an average profit ratio of $6.99. 

Here is one down here with a profit margin of $3.06. 

Here is one with an average profit margin of $12.97. 

So the average profit margin allowed in this group of sales varied 
from $3.06 to $12.97, and there were mixed species involved in those 
various sales. 

Mr. Enoie. From where did those figures come? 

Mr. Tuompson. They came directly from Forest Service records. 
I copied them off. I was supposed to have a copy of the summary from 
which I got them airmailed directly to reach me this morning, but it 
did not come, so I cannot quote directly from the Forest Service 
publication. 

Mr. Eneie. Your point is that such a disparity is a reflection upon 
the system in some way or another ? 

Mr. Tuompson. I say so; yes sir. I say that the system is faulty. 

This entire difference between three dollars-and-some-odd-cents and 
twelve dollars-and-some-odd-cents is not, of course, due to the fault 
of the system. It is due to the fact that there are differences in the 
sales. But each man has to haul the logs to the mill. 

First he has to cut the tree down. Then he has to cut the logs up. 
Then he has to haul them to the mill, manufacture them into lumber, 
and sell them at a profit. 

One man is allowed by the appraisal $3.06, and another is allowed 
$12 and more. The $12 figure is a reasonable f figure. The $3 figure is 
an unreasonable figure. 

So the percentages of the various species can and should vary the 
profit ratio some »what, but never to such a degree as to that. 

Mr. Enerir. How are you going to prevent it? 

Mr. THompson. By changes in the appraisal method, the methodol- 
ogy. I say that if the Forest Service will examine the President’s 
economic reports coming out from the President’s own group of eco- 
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nomic advisers for the last 2 or 3 years, they will find in there state- 

ments as to the average profit realized by the lumber industry both 
with relation to total sales values and total investments. ‘They use 
another term, but it means net worth of the industry; investment in 
that particular company. ‘Those figures are there for the lumber in- 
dustry as for a good many of the major industries. They show an 
average rate of profit in two columns there. 

Why would it not be quite reasonable to take a report like that and 
check it against many other reports which are available? The con- 
ference group in New York, one of the big banks out there, has a con- 
ference report which also gives the same sets of figures for various 
industries, and they check very oe ly with the President’s economic 
reports. They get figures after taxes. They are all based on “after 
taxes”. The Forest Service figures are all bused on the supposition 
that taxes have to come out of these profits. 

Why would it not be practicable to determine that there is a possible 
profit opportunity—just for an illustration say $25—in this particular 
body of timber, and then that the percentage of profit shown by these 
economic reports, which any operator has a reasonable right to expect, 
should be deducted from that possible profit, and then allow that to 
him as a profit margin if he is good enough to make it, and then take 
the rest of it for stumpage, rather than saying, “We will take 10 or 
}2 percent,” based largely on these estimates of past selling prices 
for lumber and other factors, which sometimes results in a wide dif- 
ference in the profit margin allowance ¢ 

“6 D*Ewarrt. Is it your suggestion that the selling price of stump- 
age be adjusted every 30 days for those factors which you enumerate ? 

Mr. THompson. No, not for those factors, sir. In establishing the 
initial price at which the timber is advertised, which sets the minimum 
bid which will be acceptable for it, they should be applied. 

Mr. McArpte. So that we will be clear, Mr. Chairman, I think what 
we are talking about here is what we started to talk about; namely, 
how do you determine the amount to be allowed for profit and risk ¢ 

Mr. TuHompson. That is right. 

Mr. McArpie. Mr. Thompson is proposing a specific procedure, or 
suggesting use of a specific procedure. 

Mr. D’Ewarrt. If you are going to arrive at a reasonably firm figure 
with a 2 or 3 percent spread between the high-profit maker and the 
low-profit maker, the only way I can see to do it in a falling or rising 
market would be to adjust at almost every month. 

Mr. THompson. They are adjusting every 3 months. 


STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY 
EDWARD P. CLIFF AND IRA J. MASON—Resumed 


Mr. McArpte. I would like to make a brief correction, Mr. Chair- 
man, before the committee session ends, 

In fairness to the members of industry who met with us for one 
long week going over these matters, I think I ought to say that the peo- 
ple who were selected to attend that meeting from the timber indus- 
try were selected by the National Lumber Manufacturers Assoc lation, 
the American Paper and Pulp Association, and the American Pulp- 
wood Association. They were not selected by the Forest Service. 
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It is very difficult when you talk about the forest products industry 
to know who represents who. We started with these three national 
associations. We are now engaged in similar discussions with timber 
operators who are not members of such associations. We will try to 
get as many as we can. We had no intention of restricting our ‘dis- 
cussions to any one particular group. 

I might say that some of the members of Mr. 'Thompson’s associa- 
tion, I am sure, are also members of some regional associations which 
are members of these national associations, and so indirectly were 
represented. 

As I say, we spent a week on these discussions. I have had the 
feeling, and a very strong feeling—and I am sure some of them have 
had similar strong feelings—that considerable progress was made. If 
no progress was made, then we certainly have fooled ourselves in some 
rather substantial changes in our timber contract form which, as I 
said earlier, goes way back into some of these basic things we are talk- 
ing about now. We rather completely overhauled that form. 

I think the results of those conferences cannot come out now, be- 
cause we are still in the process of conferences with other members of 
the industry. I think that will show up very soon and will clear up a 
lot of the questions which have arisen in the past. They may not clear 
up this question we are talking about now, as to what device or cri- 
terion we can use for determining the profit and risk allowance. Mr. 
Thompson I think is proposing that we use a standard procedure 
drawing on certain reports. I may misunderstand him. 

We draw on such reports, but we do not restrict ourselves to anyone 
believing it best to apply some element of judgment to determine the 
profit and risk ratio for a particular locality. 

Mr. Eneie. Mr. McArdle, how do you justify the figures Mr. 
Thompson presented, where in one instance you have $3.06, and in 
another $12.97 per thousand as a profit margin? Does it make a 
difference who it is? Is that it? How can you justify that kind of 
business ¢ 

Mr. Mason. Mr. Engle, I am quite sure Mr. Thompson would agree 
that those variances in average profit margins for all species are due 
almost exclusively to variances in proportions of species between pine 
and Douglas fir and white fir. 

We have a difficult situation in California, perhaps more so than in 
any other part of the country, where as the market has slacked off 
pine prices have stood up pretty well. They have gone down some, 
but not very much, while the white fir has gone down very much and 
the Douglas fir has gone down somewhere in between. 

If we increased those profit ratios on the heavy proportion of fir 
sales at the expense of the pine for all practical purposes through the 
price reduction in pine we would be paying the operator to remove the 
fir,and we have not done that. 

Mr. Ener. Just a minute. You are doing it, as a matter of fact. 
Mr. Hendee came up to see me in Chico during the time I was out there 
in California in May and pointed out specific instances in which they 
were in effect having the pine carry the fir. They were charging the 
road cost. 

Mr. Mason. That is correct. We go as far as we can on the road 
cost. We have done that in those cases Mr. Thompson has read to you. 

Mr. Encie. I know. Let us not kid ourselves. If you are going to 
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run a road into a batch of timber and part of it is fir and part of it is 
pine, to say you are not making the pine carry the fir because you are 
not. actually reflecting it in the price, when, as a matter of fact, you 
are taking all the ¢ charge for the road and putting it against the pine, 
if that is not making the pine carry the fir I do not know what it is. 

And, by the way, 1 am for that. I think you should do it; but that 
is not in conformity with your policy here as you just gave it. You 
are against that, are you not ? 

Mr. Mason. No. I did not express myself right. We are agreed— 
I am agreeable to it—that where we have these price distortions the 
higher value species will pay for the road. That has been done in 
practically all those cases’ Mr. Thompson read off to you. That is 
agreeable. 

I am saying even doing that you get that distortion he cited of $12, 
which must have been pretty close to straight pine, down to $6 for 
some of the ones that are heavy fir. 

If we wanted to bring up that profit ratio by $3 or $4 in addition to 
have prorated the road cost we would have had to further reduce the 
pine, which would be in effect just paying potential revenue to the 
operators on a price adjustment to get him to remove the fir. 

Sales of this sort are tough on the operator. I do not argue about 
that, but you have some situations where it is that or nothing. The 
prices we are charging for the fir I am sure Mr. Thompson will agree 
are nominal. You mentioned $2.50 on some of them, but recently we 
are down to about $1 on the white fir. 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. THomeson. I know that. I was talking about the Douglas fir 
here. 

I would point out, however, if I may, at this point, that this $3.06 sale 
I mentioned has 500,000 feet of Ponderosa pine and sugar pine in it 
and 1.5 million feet of Douglas fir as one of the species. Only 25 
percent of that sale is in pine, and 75 percent is in Douglas fir. 

The fact that the Douglas fir is predominant and they allowed no 
profit margin for the Douglas fir—17 cents is what they allowed— 
drags down the average profit for the sale as a whole to $3.06. 

The reason for that is, I think—and I am not certain—the minimum 
price you have established on Douglas fir is $2.50. In other words, 
the methodology takes over control even though it reduces the oper- 
ator’s profit margin to a low figure. 

Mr. Ener. You are not talking about what he actually got? He 
may have lost his shirt. You are talking about what they figured he 
should make. 

Mr. THompson. I am talking about what they figured he should 
make. 

Mr. Enote. The record should be plain on that, that that is the 
figure as to what the man should get and not what he actually got. 
These differentials run as high as 400 percent or 500 percent on the 
figure of what he should get. 

Mr. THompson. That is an unusual case. I think in this case it is 
probably due to the fact that the lowest price at which they will sell 
Douglas fir, take it or leave it, is $2.50. In this case it made up the 
majority of the timber in the sale, and reduced the possible profit, 
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if the appraisal figures are right, down to $3 per thousand, which is an 
unreasonably low level. 

Mr. Enour. Mr. McArdle, can you not see that an average member 
of the public looking at that would wonder what kind of monkey 
business is going on in the national forests 


STATEMENT OF RICHARD E. McARDLE, ACCOMPANIED BY 
EDWARD P. CLIFF AND IRA J. MASON—Resumed 


Mr. McAxropte. I certainly could, if he took some extreme cases and 
did not have background for them. 

Mr. Eneie. Whether he had the background or not, if he sees a 
difference of 400 or 500 percent on the profit allowed in separate 
sales, on the figures of the Forest Service, the average fellow out in 
the public is just going to get the idea that either you people do not 
know your business or ‘somebody is getting “the business.” 

That is the kind of thing which seeems to me to disparage the 
relationship of the Forest Service to the general public just simply 
beyond repair, and in my opinion something ought to be done about 
it. If it cannot be corrected we m: ivy have to write legislation to do 
it. We are at the end of our time, and have not gotten “through these 
yet. I think, Mr. Chairman, we ought to write legislation to do it. 
We could just sit down and say, “This is what is going into the ap- 
praised price, and list the items.” Maybe that is the w: ay it will have 
to be done. It involves us in a lot of trouble, and maybe in the long 
run we will get rigidity in the situation that will not be healthy for 
the industry. 

Mr. D’Ewart. Mr. McArdle, would you like to make a concluding 
statement ¢ 

Mr. Enete. Mr. Chairman, I would ask unanimous consent that 
this memorandum prepared by our counsel, which is an excellent 
memorandum, be made a part of the record at the beginning of these 
proceedings, so that anyone reading this record when it is finally 
printed will have a reference in the 1 ‘ight place to what we were 
talking about. 

Mr. D’Ewarr. Have you concluded your statement, Mr. McArdle? 

Mr. McArpte. I think I have nothing further to say, Mr. Chair- 
man. Thank you. 

Mr. D’Ewart. The record should show that Mr. William G. Guern- 
sey, the assistant director of the Bureau of Land Management, and 
Walter H. Horning, the Chief of the Division of Forestry, Bureau of 
Land Management, were present. 

Mr. Ener. Mr. Chairman, with respect to those gentlemen in the 
Bureau of Land Management, may I request that a communication be 
addressed to the Bureau of Land Management for their comments on 
each of these seven points mentioned in the memorandum before the 
committee; and when their comments are available they may be made 
a part of the record. 

Mr. D’Ewart. Without objection. 
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(The information is as follows:) 


HouSsE OF REPRESENTATIVES, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C., July 23, 1954 
Hon. DoveLtas McKay, 
Secretary of the Interior, 
Washington, D.C. 
(Attention: Walter H. Horning, Assistant Director, Bureau of Land 
Management. ) 

My Dear Mr. McKay: On July 21, 1954, there were present at the timber 
pricing hearings before our Subcommittee on Public Lands at the request of the 
subcommittee chairman, Mr. Walter H. Horning, and Mr. William H. Guernsey. 
At that time the subcommittee chairman requested the comments of the Bureau 
of Land Management with respect to seven major points involving proposed 
Federal legislation affecting timber-appraisal methods of the United States forest 
agencies and, to a lesser extent, the general administration of the United States 
timber resources. 

Bureau of Land Management representatives assured the subcommittee chair- 
man that they would submit as promptly as practicable their comments on the 
proposed legislation as outlined in the attached memorandum prepared by the 
committee counsel. 

In addition to the comments on the seven points suggested, it would be 
appreciated if the reply of the Bureau of Land Management representatives would 
state with respect to each of the seven points the procedure followed by BLM in 
any instances where they differ from the procedure followed by the Forest Service 
of the Department of Agriculture. Further, we would like to have the com- 
ments of the Bureau of Land Management on the recommendation that legisla- 
tion be developed to provide for establishment of national forests timber manage- 
ment advisory boards, as outlined in the enclosed memorandum as point No. &. 

I would appreciate your expediting this reply so that it might be included in 
the printed hearings, and I would also like to request that the memorandum 
included be returned when it has served its purpose. 

Very truly yours, 
A. L. MILLER, Chairman. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., September 9, 1954. 
Hon. A. L. MILLER, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C, 


My Dear Dr. Miter: Reference is made to your letter of July 23, requesting 
comments of the Bureau of Land Management with respect to eight points 
relating to timber appraisal methods. These eight points are discussed below: 
1. Standard arbitration procedure; judicial review of contracts 

The experience of the Bureau of Land Management does not indicate that 
there is a demand for compulsory arbitration in connection with timber sale 
contracts. We doubt that such compulsion. would be welcomed by the con- 
tractors. 

Questions of contract interpretation arising under timber sale contracts can 
be made the subject of judicial review under existing law. We have not had a 
demand for the establishment of additional judicial review procedures in con- 
nection with these questions. 

2. Establishment of minimum timber prices for United States timber 

The appraised minimum stumpage prices used by the Bureau in advertising 
timber for sale are determined through use of a formula which is responsive 
simultaneously to both the market price of lumber and to production costs. 
In a period of hard times characterized by a sharp drop in lumber prices and 
a lesser drop in production costs the use of these two factors as the sole basis 
for appraisals could result in minimum prices less than the cost to the Gov- 
ernment of selling the timber. For that reason the formula contains a safe- 
guarding factor which has the effect of putting a floor under the appraised mini- 
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mum stumpage price. The resulting absolute minimum is approximately $1 
per thousand board feet more than the actual cost to the Bureau of selling 
timber. 

3. Requiring full allowable cut to be offered for sale each year 

Any compulsory reduction in price when a tract of timber did not sell would 
give an undue advantage to the purchaser. Many concerns have a competitive 
advantage in certain localities by reason of their intermingled ownerships among 
Bureau forests. Such concerns could refuse on the initial or subsequent offer- 
ings to buy Bureau forest products at the appraised price, not because it was 
too high, but because they would know they could, by waiting, purchase the 
timber at a lower price. 

On the other hand, if a tract of timber fails to sell because the stumpage 
price was set too high (such conditions can arise at times of rapid market 
change because there is necessarily a lag of 3 or 4 months before changes in 
market conditions can be reflected in advertised prices), the tract is again 
offered for sale by the Bureau at a reduced price based on new economic data. 

If it were compulsory to sell the allowable cut each year by offering that 
volume at successively lower prices until all was sold, the Federal timber in 
times of recession or depression could contribute to such a glut on the market 
that private timber transactions would be jeopardized and the economic dis- 
tress Would be aggravated. The present Bureau policy of placing on the market 
each year as much of the allowable cut as can be sold at reasonable prices on 
a normal market avoids such a danger. The Congress has established this 
policy to govern the sale of timber on the Oregon and California lands. 


j. Report to Congress on volume, value of timber sold, ete. 


The Bureau in its request for funds to the Appropriation Committees of 
Congress reports the total volume of timber offered for sale and the volume sold 
in the previous year, and the income received. The statistical appendix of the 
annual report of the Bureau is public information. It contains a number of 
tables giving detailed data regarding such matters as “allowable cut” and actual 
cut and showing prices paid per thousand feet for each species sold. 


5. Proposal that separate Federal agency, other than agency responsible for firing 
timber appraisals, gather data 

The experience of the Bureau is that more accurate data can be obtained by 
the appraisal agency through personal contact with operators than can be 
obtained through the use of a mailed questionnaire. The information obtained 
through personal contact, besides being more accurate, is generally in a form 
more applicable to the forest agency’s appraisal needs. The practice of the 
Bureau is to evaluate cost data on the basis of average efficiency. This prac- 
tice is followed, first, to avoid penalizing the highly efficient operator for his 
efficiency and, secondly, to avoid subsidizing the inefficiency of the wasteful 
operator. 


6. Proposal that timber appraisals provide a profit opportunity to the purchaser 
equal to the average “industrial return” 

The margin for an operator’s profit and risk in Bureau timber appraisals is an 
amount which is the same dollars and cents figure as the appraised stumpage 
price. This is because the appraised price is derived by deducting all production 
costs from the weighted average commercial sales price of the estimated volume 
and grades of lumber that can be produced from a given stand of timber and 
by splitting the resulting realization value 50-50. In competitive bidding when 
the stumpage price is raised, through the bidding, above the appraised price the 
profit and risk margin drops proportionately, but the raise in price is the opera- 
tor’s own decision. 

The Bureau does not use the results of recent bids as a consideration in timber 
appraisals; however, it does study recent competitive bids for indications of 
probable future economic changes. For example, if most tracts in a normally 
competitive area are selling at the appraised price and some failing to sell, the 
bid pattern would indicate little optimism about the future and a probable pros- 
pect of falling commercial lumber prices. On the other hand, if all tracts were 
sold at a price considerably higher than the appraised price, the bid pattern 
would indicate a strong faith in future market conditions and a probable prospect 
of rising lumber prices. Trends of this nature may be usable at times as a means 
of detecting market changes before they become evident in economic reports. 
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7. Requirement of marking in advance of contract completion 

In the continental United States the Bureau already premarks all of its timber 
sales prior to advertising for sale. This is a necessity because Bureau sales are 
basically made on standing timber cruises and the purchasers obligate themselves 
to pay for the full volume advertised. Under such circumstances sales bound- 
aries must be predetermined and the timber subject to cutting must be definitely 
designated. 

When a tract has been sold under such conditions and the sale of additional 
timber becomes necessary ia the normal eonduct of logging (such as roadbuilding 
through the reserve or clearing a guy-line circle) such additional sales are 
authorized under the same terms as other timber sold under the contract. The 
volume on such additional sales is kept to the minimum necessary to accomplish 
the purpose for which the additional sale was made. 


8. Additional recommendation of Western Lumber Manufacturers, Inc., regard- 
ing advisory boards 
The Bureau has found advisory boards to be a desirable aid to forest manage- 
ment. The present Oregon & California advisory boards have supplied a good 
demonstration of the value of advisory boards for this purpose. They conclude 
representatives not only of the lumber industry but of all others whose lives and 
interests are affected by the way in which the public forest lands are managed. 
By having a board with diverse interests, the selfish motive is minimized and 
balanced by counter interests. The Oregon & California advisory boards are 
composed of members representing forest industries, both large and small; labor, 
both AFL and CIO; agriculture, both grazing and farming; recreationalists; 
and the general public. 
As requested, your copy of the memorandum concerning these eight points of 
discussion is hereby returned. 
Sincerely yours, 
ORME LEwIs, 
Assistant Secretary of the Interior. 


Mr. Asnporr (counsel). It will be noted, too, Mr. Chairman, that 
in the memorandum, not listed as 1 of the 7 points, since the Forest 
Service was not requested to comment on that, is the recommendation 
that timber management advisory boards similar to those which are 
now set up under the Taylor Grazing Act be established with respect 
to Federal timber. With your permission I believe it would be ger- 
mane to address an inquiry to the Forest Service for their comments 
on that particular point, at the same time that we write to the Bureau 
of Land Management. 

(The information is as follows:) 


House OF REPRESENTATIVES, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C., July 23, 1954. 
Hon. Ezra Tarr BENSON, 
Secretary of Agriculture, 
Washington, D. C. 
(Attention: Mr. Richard E. McArdle, Chief, Forest Service. ) 

My Dear SecreETARY BENSON: On July 21, 1954, representatives of the Forest 
Service of the Department of Agriculture appeared to testify before the Public 
Lands Subcommittee on proposed Federal legislation affecting timber-appraisal 
methods of the United States Forest Service and related matters. 

Time did not permit obtaining the comments of the Forest Service representa- 
tives on one additional recommendation—a recommendation for legislation to 
provide for the establishment of national-forests timber-management advisory 
boards. Such boards, it is proposed, would consist of persons selected by the 
operators who purchase timber in each of the national forests. The suggestion 
was made that advisory boards so constituted would function in the same manner 
as the grazing advisory board now cooperates with national-forest representatives. 

I would appreciate receiving the comments of your Forest Service representa- 
tives on this recommendation at the earliest practicable date so that they might 
be included in the printed hearings on this general subject. 

Very truly yours, 
A. L. MILter, Chairman. 
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DEPARTMENT OF AGRICULTURE, 
Washington, D. C., August 10, 1954. 
Hon. A. L. MILier, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives. 

DEAR CONGRESSMAN MILLER: Reference is made to your letter of July 23, rela- 
tive to a proposal for establishment of national-forest timber-management 
advisory boards. 

In general, the Department is sympathetic to advisory boards and is making 
widespread use of advisory groups of various sorts in the Forest Service as well 
as in other agencies. Within the Forest Service at the present time there are 
the following advisory groups: 2 national-forest regional advisory councils, 
1 national-forest subregional council, 2 national-forest State councils, 32 indi- 
vidual national-forest advisory councils, 2 forest experiment-station advisory 
councils, 13 functional forest research advisory groups, 32 forest research prob- 
lem area groups, and over 800 local national-forest grazing advisory boards. In 
addition, on the departmental and national level, there is a Forest Research 
National Advisory Committee and an advisory group of Forest Pest Control Con- 
sultants. Thus, it is evident that the Forest Service now deals with a large 
number of advisory groups of various sorts. 

In 1950 the Congress gave specific statutory recognition to grazing advisory 
boards by the act of April 24, 1950, which established the procedures by which 
grazing boards should be constituted and elected and specified the boards’ func- 
tions. That act directs the Secretary to provide for election of a national-forest 
grazing advisory board when the majority of the grazing permittees on a national 
forest or administrative subdivision thereof so petitions the Secretary. How- 
ever, only 34 boards have been established under the 1950 act. The vast majority 
of the 800 grazing advisory boards and associations have chosen to continue as 
they were prior to the 1950 act. Grazing boards not established under the 1950 
act are set up under the general authority of the Secretary to regulate the use 
and occupancy of the national forests as authorized by the act of June 4, 1897. 
This authority is broad enough to authorize also the establishment of timber- 
management advisory boards. 

The experience of the Department has been that only a relatively few grazing 
permittees have elected to take advantage of the specific authority of the 1950 
act. This might raise a question as to whether Congress needs to consider com- 
parable specific legislation for timber advisory boards when adequate authority 
already exists in the act of June 4, 1897. 

The Senate in the current session has passed S. 2548, which is now before the 
House. Section 11 of this bill would authorize the Secretary to establish 
multiple-use advisery councils for individual national forests, for groups of 
national forests, or for all national forests. In appointing members of such 
councils, the Secretary would be directed to give consideration to the principal 
interests concerned with the use of the national forests, including but not lim- 
ited to grazing, mining, recreation, timber, water, wildlife, and the general 
public. This bill, if enacted, would recognize the multiple-use character of the 
national forests. In view of this pending legislation, the Department believes 
it would be unwise to commit itself favorably as to the desirability of additional 
legislation authorizing the establishment of another series of single-purpose 
boards to be superimposed on the already large number of boards with which 
the Forest Service deals. 

Advisory boards are only one method of providing for exchange of informa- 
tion between representatives of the Department and individual citizens. There 
are other methods. For example, in connection with national forest timber sales 
in California, a system of annual meetings on each national forest with timber 
purchasers has been in effect for the last 2 years. At these meetings the sales 
program for the ensuing year is discussed, as well as plans for several years in 
the future. The Forest Service has recently held a technical meeting on revi- 
sion of timber sale contract procedures with industry representatives, which has 
been highly commended. Also, the Forest Service recently met with industry 
representatives designated by the Forest Industries Council on a number of 
broad policy questions. Such meetings result in better mutual understanding 
and exchange of views. 

In summary, the Department is sympathetic to advisory boards as one means 
of interchange of information and views. The Forest Service already has a 
large number of advisory boards and legislation is pending which would give 
specific statutory recognition to the multiple-use character of the national forests 
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and would authorize the establishment of multiple-use advisory councils. Prob- 
lems of coordination would arise between existing boards, multiple-use advisory 
councils which may be authorized, and an additional large group of single-purpose 
timber advisory boards. ‘There are other methods currently in use to obtain 
the views of timber purchasers, which are at least partly meeting the need. 
Specific statutory authority for grazing advisory boards has not been widely 
used by grazing permittees and the Department now has general authority to 
establish timber advisory boards. 

In view of all these factors, particularly pending legislation for multiple-use 
advisory councils and existing general authority to establish timber advisory 
boards, the Department doubts whether additional specific legislation providing 
for single-purpose timber boards is desirable at this time. However, we wish 
to make clear that the questions which we raise in respect to timber advisory 
boards are not concerned with the objective of full discussion of policies and 
problems with timber purchasers but rather with whether another large system 
of single-purpose advisory boards is the most efficient means to accomplish 
this end. It could easily develop that with a system of several different types of 
single-purpose advisory boards, plus multiple-use advisory councils, conflicting 
views and recommendations might develop which would foster rather than resolve 
controversies. 

The Department plans to explore various alternatives, including the advis- 
ability of establishing timber advisory boards and how such boards could be 
coordinated with other advisory groups both now established and planned for 
establishment. Our objective is to work out the best possible system for adequate 
and coordinated coverage for exchange of views and advice from all classes of 
national forest users. We are glad to have the committee raise this question 
and will give it most careful consideration. 

Sincerely yours, 
E. T. Benson, Secretary. 

Mr. D’Ewarr. Mr. Reporter, also among those who are present 
should be listed Mr. Edward P. Cliff, the Assistant Chief of the For- 
est Service. I do not believe you testified; therefore, you are not in 
the record, Mr. Cliff. 

Mr. Thompson, did you want to make a concluding statement? 


STATEMENT OF PERRY A. THOMPSON—Resumed 


Mr. Tuompson. Yes. I just wanted to emphasize once more for all 
time that as far as my group of people are concerned they are only 
asking for a profit opportunity equal to that enjoyed by similar 
industries. We believe that should be the guide. You cannot. pin 
any appraisal down to an exact percentage; I would not advise that 
at all myself. That should be the main guide, the main signpost used 
by appraisers when they decide upon the profit and risk—I emphasize 
the word “risk’—allowance which is made for the timber man who 
buys timber from them. 

Mr. D’Ewarr. Thank you, Mr. Thompson. That will conclude the 
committee meeting today. We meet tomorrow to consider matters 
with regard to land management. 

The committee will stand adjourned until tomorrow at 10 o'clock. 

(Thereupon, at 12:03 p. m. Wednesday, July 21, 1954, the hear- 
ings were adjourned subject to the call of the chairman.) 


DEPARTMENT OF AGRICULTURE, 
FOREST SERVICE, 
Washington, July 21, 1954. 
Mr. GreorGe W. Aprorr, 
Professional Staff Counsel, House Committee on Interior and Insular Affairs, 
House Office Building, Washington, D. C. 
Dear Mr. Arnporr: At the hearing of the Public Lands Subcommittee this 
morning on timber-pricing policies, Congressman Engle requested that you be 
furnished with a copy of the portion of the National Forest Manual covering 
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appraisal instructions. Pages 89 through 92 of the Timber Management section 
of the National Forest Manual are enclosed in compliance with Mr. Engle’s 
request. 

The enclosed material states the basic consideration and objectives of timber 
appraisal in a rather general manner. Detailed procedural instructions are 
at present developed by each Forest Service region either as regional inserts 
to the National Forest Manual or as a separate handbook. As was explained to 
the subcommittee, the Servicewide National Forest Timber Appraisal Manual 
is now in process of being rewritten. It was last published in 1922 and is out 
of print. Detailed procedures have been kept up to date on a servicewide basis 
through issuance of circular letters from time to time. The new Appraisal 
Manual project, when it is completed, will be an up-to-date and eomprehensive 
Statement of instructions for preparation of national forest timber appraisals. 

A copy of this letter with the same enclosures is being forwarded to Congress- 
man Engle. 

Sincerely yours, 
Epwarp P. Ciirr, Assistant Chief. 


FOREST SERVICE MANUAL 
[Pages 89-92] 


{[*Amended July 1952 (3—67)] 


CHAPTER 2—COM MERCIAL SALE PROCEDURE 


203.28 Minimum and Marimum Rates of Cutting. For all sales exceeding 
3 years in duration, and for shorter sales if desirable, the cutting and removal of 
stated minimum amounts, and of not to exceed stated maximum amounts, will 
be required by periods which are ordinarily of 3 years’ duration to coincide with 
the reappraisal periods. These requirements are in addition to any for the 
beginning of operations. They are necessary to correlate the cutting under the 
sale with the allowable and desirable rate of cutting in the working circle, 
irrespective of whether the expected output from that sale will constitute the 
greater part of the allowable cut from the working circle under the management 
plan. The purchaser needs to know how much he must cut if he is to retain his 
contract, and what is the limitation on his rate of cutting so that he will not plan 
manufacturing or other improvements on a larger scale than can be supplied. 

Periodic limitations are usually preferable to annual, so that the purchaser 
will have reasonable leeway to adjust his business to fluctuating market demands. 
The requirements may be expressed by fixing maximum and minimum cuts dur- 
ing any period, or by stating cumulative limitations which must be met or not 
exceeded by specific dates. The latter is sometimes preferable with new enter- 
prises for which the minimum cut during the first period may be less than the 
average. The first period ordinarily includes any additional time which may 
have been allowed for the construction of improvements, and to that extent may 
be longer than the others, but this adds to the importance of requirements for 
beginning operations with reasonable promptness or for diligence in improvement 
construction. 

APPRAISAL 


203.32 Responsibility for Appraisal. Commercial timber sales can be made 
“for not less than the appraised value” of the timber (Act of June 4, 1897; see 
GA-A1-2 (2)). This applies to sales of all sizes. The officer who makes a sale 
of less than *$2,000* worth of timber or who authorizes the publication of the 
legal notice for a larger sale has the responsibility of determining the fair market 
value of the material to be sold, under the conditions of the permit or agreement. 
Those officers make the appraisals. The data on which an appraisal is based may 
have been assembled and recommendations for decision on the appraised values 
may have been made by the examining officer or some other officer assigned to 
that job. 

203.33 Factors Affecting Appraisal. In determining a fair appraised value, 
two vital factors are the quality and accessibility of the timber. Quality deter- 
mines the character of the products which can be made from the stumpage. 
Accessibility controls the cost of logging and of reaching consuming markets. 
Where these factors are favorable, stability of National Forest timber business, 


of dependent communities and of employment is better and stumpage values are- 


higher, due in part to the lower business risks accompanying that stability. 
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National forest timber will be appraised as worth the estimated selling value 
of its products less all estimated costs of production and an equitable margin 
for profit and risk to the purchaser. The starting point is the average f. o. b. 
price which may reasonably be expected to be obtained at manufacturing or 
shipping peints in the region for the products of similar timber. For saw timber, 
this usually means the value of lumber, but if it is possible to obtain well- 
established leg prices in actually competitive log markets, they may be used 
For poles, piling, pulpwood and other products the shipping prices will ordinarily 
be used. 

*203.34 Appraised Prices by Species and Products. Appraisals ordinarily 
will develop the stumpage value of each of the species in the proposed sale, 
but two or more similar species of approximately equal values or minor amounts 
of other species may be combined in a single price group. It may be necessary to 
adjust the appraised value of some lower-priced species, or price groups, as by 
prorating improvement costs against only the higher-valued species, in order 
to meet minimum prices (sec. 2038.55). This procedure should be used with care, 
since errors in estimates of volume to be cut may result in inequities to the pur- 
chaser or to the United States. 

Timber will be appraised on the basis of the most valuable product for 
which it is suited and for which there is an established market. For example, 
in a locality where veneer logs are in demand, the appraisal of any proposed sale 
which includes substantial amounts of veneer logs should recognize the higher 
value of such logs. Similarly, significant quantities of timber suitable for saw 
timber will not be appraised as pulpwood, if saw-timber prices are higher. The 
controlling factor usually is the availability of a market for the higher-value 
product. 

203.35 Basic Appraisal Data. The estimates of selling prices and operating 
costs used in apprisals should be based on average of actual operations of 
reasonable efficiency in the general area. Preferably they should be averages 
for a period long enough to represent relatively stable, rather than temporary, 
or rapidly fluctuating, conditions. If rapid fluctuations in prices and costs 
have occurred or appear likely, the period included in the averages may be 
shortened or extended. The period used should represent, in the judgment of 
the appraising officer, the most consistent and satisfactory basis for comparing 
lumber or product prices and operating costs. The objective is to obtain an 
analytical indication of stumpage value which is reasonable and which has 
firm foundation under existing industrial conditions. 

Experience cost data ordinarily will be compiled and analyzed on an annual 
basis, because shorter periods are subject to seasonal distortion. In preparation 
of appraisal estimates from such data, adjustments must be made to adapt 
the costs to conditions on the particular sale area. Adjustments also may be 
necessary because of changes, such as wage increases, that may have taken 
place during the year or are known to be imminent. Adjustment of experience 
eost data will be in such degree or amount as is appropriate in the appraising 
officer’s judgment. 

Selling price data will be compiled for analysis on (1) an annual basis and 
(2) such other periodic basis or combinations as will indicate market levels and 
trends to the date of appraisal. The selling price selected ordinarily will rep- 
resent the same period covered by basic cost data. It may be a different period 
when fully justified by changing markets and will be dependent, in part, upon 
degree, rate, and direction of lumber-product price fluctuation. Appropriate ad- 
justment in the price level selected should be made for quality differentials of 
the proposed sale as compared with the material included in the average of 
experience data.” * 

*Application of basic data (or selection of base periods) should be consistent 
between appraisals until a change in appraisal base is indicated by availability 
of data for a new time period or perceptible change in the market levels. Such 
change will be accompanied by a reexamination of the factors affecting the mar- 
gin for profit and risk (sec. 202.386). Recognizable changes in cost levels or 
selling prices should, however, be reflected in basic appraisal data rather than 
by variations in the margin for profit and risk. 

In regions where use of the quarterly adjustment procedure is authorized, 
the base index used in the sale agreement (ordinarily) will be the average of 
the index for the last 3 months preceding advertisement. Wherever the price 
level represented by the base index is appreciably different than that of the 
basic appraisal data, the two will be coordinated prior to advertisement, by a 
change either in the period represented by the base index or the basic appraisal 
data. 
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203.36 Margin for Profit and Risk. A margin for profit and risk will be al- 
lowed on an equitable and fair basis as indicated by current and past transac- 
tions. The best indication is the margins which bidders have accepted in cur- 
rent and recent transactions of a similar character, under competitive conditions. 
If changes in market value of stumpage become apparent for reasons Which can- 
not be quantitatively measured in terms of basic appraisal data, adjustments 
in the margin for profit and risk (ratiowise) is the appropriate means of re- 
flecting such change. The margin may be expressed in various ways, such as 
the annual return on the investment in fixed and working capital, or as the ratio 
between returns and total costs including stumpage, or in small sales with little 
invested capital necessary, it may be represented chiefly as the return to the 
purchaser for his time and effort. The margin per unit of volume should be 
greater in sales involving high physical or business risks, or if the turn-over of 
the capital is slow, than where the conditions are more favorable. Compari- 
son with the results in other current and recent sales usually will indicate a 
figure which is equitable for appraisal purposes. 

203.37 Cooperative Deposits. Fixed deposits for sale area betterment (sec. 
102.7) will be separated from stumpage as the last step in the appraisal compu- 
tations. Slash disposal (sec. 102.14), whether done by the purchaser or by the 
Forest Service at his expense, will be considered as an operating cost. 

The costs of road construction, road maintenance, fire control, restoration of 
improvements, and erosion control (secs. 203.16—-203.19), whether the work is 
performed by the purchaser or by the Forest Service with funds deposited by the 
purchaser to the cooperative work fund, likewise will be treated as operating 
costs. 

203.38 Availability of Appraisal Records. All appraisal data obtained in 
confidence will be kept confidential. All other, nonconfidential, averaged or 
estimated data used in any Forest Service appraisal, are a part of the general 
files. Forest Service files constitute a public record, which is open to inspec- 
tion by any citizen who has a legitimate interest in them (Reg. A-8, GA—A3 (2)). 
The Forest Service is not obligated to incur expenses in summarizing or copying 
information from the files.* 


203.39 TitLe 7—TIMBER MANAGEMENT 


* The following general guidelines are established : 

1. Prior to Sale of Timber.—Information as to estimate of timber volume and 
quality, as well as engineering estimates of costs of development, or other 
major items pertaining to sales being advertised or prepared, will be available 
to prospective bidders on request. All information of this character will be 
furnished only with the clear understanding that the Forest Service will not 
be responsible for the accuracy of such estimates. 

2. Subsequent to Sale. Certain individuals, particularly consulting foresters 
and accountants, need data on national forest sales to determine comparability 
with private stumpage transactions for tax action purposes. They may be 
furnished pertinent information about existing sales, including appraisal esti- 
mates. Actual operating, development or transportation costs obtained from 
a purchaser will not be furnished by the Forest Service. 

Reappraisal computations are generally based, in part at least, upon actual 
experience of the purchaser. For this reason, it is not appropriate to furnish 
reappraisal data (except stumpage rates) to other than the purchaser. 

3. Decision as to degree of refinement of any material furnished will rest 
with responsible forest officers in each case. As a general rule, however, detailed 
summaries of logging and milling cost estimates will not be furnished. In no 
event will details be furnished which would lead to disclosure of costs or returns 
of individual operations or of other data obtained in confidence. 

203.39. Appraisals Not Guaranteed, Stumpage appraisals are not guaranteed, 
either as to the ability of a purchaser to obtain a profit if he buys at the ap- 
praised value, or as to the accuracy of the estimated costs or returns. Prospective 
purchasers should be informed that the Forest Service tries to appraise offered 
timber at prices which represent fair values, but each purchaser must determine 
for himself whether he wishes to buy at or above the appraised price or prices. 
By the submission of a bid, the execution of the agreement, or action under the 
authority of the permit, the purchaser assumes full responsibility for the success 
of the operation under the offered or agreed-on prices and other conditions. 
Any data in appraisal reports which may be furnished to prospective purchasers 
will be with a statement that the Forest Service will not be responsible for their 


accuracy. 
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3.40 Appraisal Handbook. Officers making appraisals or preparing ap- 
praisal reports as part of the preparation of sales should be familiar with the 
Instructions for Appraising National Forest Timber, commonly called the Ap- 
praisal Handbook. Supplemental instructions consistent with general Service 
policies will be issued by Regional Foresters as needed for conditions in their 
respective regions. 

203.41 Price Quotation Before Appraisal. No officer has authority to fix 
stumpage prices before appraisal. Sales of national forest timber are not made 
from price lists; however, standard prices approved by the Regional Forester 
may be used as a guide in small sales (See. 203.57) The nearest approach 
to that is when timber has been appraised and advertised without receipt of a 
satisfactory bid, and remains available for sale at not less than the appraised 
value if conditions influencing its value do not change. (Reg. S—12 and the 
instructions thereunder, sec. 208.1.) * 





